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DIAGNOSIS: A Case of Exposure 


The specialized, professional approach that has developed in modern medical practice 
is equally important to modern business insurance. 


The professional approach to insurance recognizes that protecting modern business 
from loss is a highly technical matter... that no small group of men can know it all... 
that each phase of insurance calls for different abilities and disciplines. This is why the 
Johnson & Higgins staff consists of insurance specialists, claims experts, casualty 
actuaries, safety engineers, fire prevention specialists, reserve analysts and many others. 
They are ready to make a coordinated analysis of all aspects of your corporate insurance 
program and secure for you the most complete and economical protection available. 


For a professional approach to youR insurance, look to J & H—since 1845, the most 
experienced insurance firm in the Western Hemisphere. 


GD JOHNSON & HIGGINS 


INSURANCE BROKERS—AVERAGE ADJUSTERS «+ EMPLOYEE BENEFIT PLAN CONSULTANTS 
63 WALL STREET e NEW YORK 5 
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Prepare For The CPA Examination 


[AS offers an intensive CPA 


Coaching Course which has produced out- 
standing results. It is available only to 
competent accountants qualified through 
training and experience to prepare for the 
CPA examination. No attempt is made to 
teach general accounting; the entire course 


is pointed directly at the CPA examination. 


HE need for special coaching has 

been well established by innumerable 
experienced accountants who have floun- 
dered in the examination room. They 
knew how to make audits but they didn’t 
know 


(1) how to analyze problems for the pur-: 


pose of deciding quickly the exact re - 
quirements. 


(2) how to solve problems quickly, 


(3) how to construct definitions accept- 
able to the examiners, or 


(4) how to decide quickly on proper ter- 
minology. 


The IAS-CPA Coaching Course has 
been designed for busy accountants. The 


home-study method of tutoring is ideally 
suited to CPA examination preparation. 
Maximum use can be made of every avail- 
able hour. 


The text material consists of 20 sub- 
stantial loose-leaf assignments totaling 
more than 800 pages. It includes hundreds 
of CPA examination problems and ques- 
tions, with solutions supplemented by 
elaborate explanations and comments, 
working sheets, side calculations, and dis- 
cussions of authoritative opinions. 


Written examinations at the end of each 
assignment require solutions to problems 
of CPA examination calibre. These are 
sent to the school where the grading, 
including personal comments and sug- 
gestions, is done by members of the IAS 
Faculty, all of whom are CPAs. Supple- 
mentary review material is furnished to 
those who want to “brush up” on specific 
accounting subjects, at no additional cost. 


The IAS booklet, “How to Prepare for 
the CPA Examination” is available free 
upon request. Address your card or letter 
to the Secretary, IAS... 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


A CORRESPONDENCE SCHOOL SINCE 1903 
209 WEST JACKSON BOULEVARD « CHICAGO 6, ILLINOIS 


IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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NEWSWORTHY REPORT 


Editors, THE CONTROLLER: 

Enclosed are several copies of the re- 
prints we made of “Depreciation and the 
Nation’s Future,’ Frank Olds’s article in 
the February 1961 issue of THE CON- 
TROLLER. We appreciate your permission 
to reprint and are grateful for your signifi- 
cant contribution to a deeper understand- 
ing of the issue and its status. 

We circulated approximately 1,500 re- 
prints of the article to leading business 
men, accountants, trade paper editors, and 
Washington correspondents who don’t 
regularly see your authoritative publica- 
tion. Your newsworthy report is one of 
the best summaries of the over-all situa- 
tion currently in print. 

CHARLES H. HERROLD, JR. 
Selvage & Lee, Incorporated 
New York, N. Y. 


MANAGEMENT READING 


Editors, THE CONTROLLER: 

We were very pleased to see ‘“Manage- 
ment Aims in Recruitment” by C. W. 
Rowles, Jr. in your January 1961 issue of 
THE CONTROLLER. Since the article has 
broad interest and application throughout 
our company, we would like to distribute 
reprints of it to several hundred members 
of our upper and middle management 
groups. 

Davip THOMPSON 

Public and Shareholder Information 
Armco Steel Corporation 
Middletown, Ohio 


MORE ABOUT BCIU 


Editors, THE CONTROLLER: 

In the March 1961 issue of THE CON- 
TROLLER on page 146 there was an article 
concerning BCIU (Business Council for 
International Understanding). 

Anything you could furnish me with 
concerning this organization would be ap- 
preciated, as I would be interested in 
knowing more about it. 

WALTER S. BENCHER 
Combustion Engineering, Inc. 
Windsor, Connecticut 








The Business Council for International 
Understanding, with headquarters at 660 
First Avenue, New York 16, N. Y., was 
formed several years ago to implement the 
role of business in building goodwill for 
the United States abroad and understand- 


ing of our democratic institutions. Sup- | 
ported by leading American corporations | 
with overseas interests, it has as one of its | 


chief activities the sponsorship of a train- | 


ing program for executives (and their 
wives) who are going to travel or live in 


foreign countries as representatives of their | 


company and country. The BCIU Training | 


Program has been described at length in 
news stories in The Wall Street Journal 
(May 26, 1960) and The New York Times 
(January 9, 1961). These news stories and 
other descriptive literature which BCIU has 
available may aid in answering your in- 
quiry. —The Editors 


ETHICAL CODE 
Editors, THE CONTROLLER: 

On page 122 of the March 1960 issue 
of THE CONTROLLER is an article which 
is of particular interest to us: “The Quest 
for the Right Man” by H. Ashton Dunn, 
Jr. 
Towards the end of the article it is 
emphasized that a rigid ethical code has 
been adopted by firms dealing with ex- 
ecutive search. Would it be possible for 
us to have this code or a copy of it? 
PROGREDI: CONSULENZA (Consulting) 
Milan, Italy 


On behalf of the Association of Exec- 
utive Recruiting Consultants, Inc., Mr. 
Dunn furnished for study a copy of. the 
“Code of Ethics’ which that Association 
has prepared for its members. 

The Editors 


INFORMATIVE 
Editors, THE CONTROLLER: 


I thoroughly enjoyed the informative | 


article entitled ‘“‘The Influence of EDP on 
Internal Control” by Robert J. Fitzpatrick 
which appeared in the March 1961 issue 
of THE CONTROLLER. May we have your 
permission to reprint this article ? 
WILLIAM R. PLATT 

Production Information 

The National Cash Register Company 
Dayton, Ohio 





DO YOU AGREE or do you disagree with an article in this month's issue? Y our 
fellow readers will be interested. Naturally, letters to the editor must bear the 
writer's signature and address; these will be withheld on request. The Editors 
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PAUL HAASE, Editor 


BENJAMIN R. MAKELA 
Associate Editor 


THOMAS J. FARRIS 
Publication Manager 


CEIL SMITH THAYER 
Assistant Editor 


PEGGY COURTNEY 
Publications Associate 
e 


JOHN A. MURPHY 
Advertising Manager 


Editorial material in THE CONTROLLER js 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admin. 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 


2. To compare performance with operat- 
ing plans and standards, and to report and 
interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statist- 
cal records and special reports as required. 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
icies, organization structure and procedures. 


4. To administer tax policies and pro- 
cedures, 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agenctes. 


6. To assure fiscal protection for the as- 
sets of the business through adequate in- 
ternal control and proper insurance cover- 
age. 


7. To continuously appraise economic 
and social forces, and government influ- 
ences, and interpret their effect upon the 
Ausiness. 
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At RCA EDP... 


The Customer is at the Top 
of the Organization Chart 


The moment you decide on RCA Electronic 
Data Processing, you have a direct line to a 
staff of experts in every EDP area. Here’s how 
you commandeer the all-out assistance calcu- 
lated to bring you optimum data processing 
results: 


You make your needs known to your RCA 
Sales Representative. He can call into action a 
full team of RCA specialists to help solve your 
particular problems. If you need expert assis- 
tance on systems and procedures... or a pro- 
grammer to help solve a problem...or a 
mathematician to help in Operations Research 
...or skilled people to orient management and 
train personnel...all are available to see 
that you get the results you want. And, of 
course, the RCA Service Company, the world’s 
most proficient organization in electronic main- 
tenance, is always at hand. 





RCA’s firm commitment to a policy of respon- 
siveness to customers’ needs makes thorough 
“backup support” as much a part of every 
RCA EDP System as the “hardware’”’ itself, 
with its tremendous WorkPower and unique 
versatility. In simple terms, it means that you 
get more work per dollar invested ... day after 
day, year after year. 


No matter how modest or complex your data 
processing requirements may be, you’ll gain 
by talking it over with RCA. RADIO COR- 
PORATION OF AMERICA, Electronic Data 
Processing Division, Camden 8, New Jersey. 


The Most Trusted Name 
in Electronics 
RADIO CORPORATION OF AMERICA 
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Here’s how to extend the PI technique 


to leasing evaluations 


Leasing: 
A Discounted Cash-Flow Approach 


e This paper is designed for those business enterprises 
that evaluate their investment opportunities by means of 
the so-called discounted cash flow or Profitability Index 
(PI) technique. It is also designed for those companies that 
are interested in the economic attractiveness of long-term 
leases as applied to certain of their investment opportu- 
nities. Generally we are not concerned with firms that must 
turn to leasing because other sources of capital are not 
available to them. The purpose of the paper is to point up 
the problem that arises when we try to compute PI ( dis- 
counted cash flow rate of return) on a project that involves 
a long-term commitment, and more importantly to describe 
a technique by which this problem can be solved. But, be- 
fore tackling either the problem or its solution we have to 
understand something about leasing and about the PI 
method of investment evaluation. It is worth noting that 
although the technique presented in this paper is discussed 
in terms of PI, it is equally applicable to those who make 
use of the Present Value (PV) method of investment 
evaluation. © This discussion takes the viewpoint of the 
large and reasonably successful corporation where needed 
capital in the form desired is generally available from the 
financial community. In such a corporation the amount of 
debt is held in balance more by the self-imposed restrictions 
of prudent management than by pressure from the financial 
community. © So much for general background. Now let’s 
take a quick look at leasing and see how it operates. 


ABOUT THE AUTHOR 


tion from Purdue University, B.S. Chem- 
ical Engineering, 1939, joined Standard 
Oil Company (Indiana) as a research 
engineer (petroleum) and successively 
held the following posts: Group leader, 
Exploratory Economics (economic eval- 
uation); assistant department head, 
Coordinating Department (distribution 
evaluation); administrative assistant, 
executive vice president ( planning and evaluation) ; head, Long- 
Range Planning Group (planning and evaluation); and man- 
ager, Long-Range Planning Department (planning and control). 





William D. McEachron 


EVER SINCE WORLD WAR II, business 
corporations in this country have shown 
an increasing interest in long-term lease 
obligations as a means of financing office 
buildings, retail outlets and operating 
equipment. Many insurance companies 
and financial institutions have made funds 
available to cater to this interest, and a 
number of leasing companies have been 
formed and have prospered on the strength 
of it. 

More recently there has been a flood 
of material in the business literature de- 
bating the pros and cons of long-term 
leasing. Its advocates cite that it can save 
taxes, that it frees working capital for 
more profitable use elsewhere in the com- 
pany and that it does not have to be 
shown on the balance sheet. Opponents 
argue that its advantages are more illusory 
than real, that it may weaken a corpora- 
tion financially and that if it is not shown 
on the balance sheet it ought to be. 

Whatever the advantages or disadvan- 
tages of long-term leasing may be, it does 
represent a source of capital that involves 
repayment obligations substantially equiv- 
alent to debt. This statement is best ex- 
plained by a brief description of the leas- 
ing process itself. 


LONG-TERM LEASING 

Under the typical long-term leasing ar- 
rangement a company has the right to use 
a piece of equipment for a stated number 
of years in return for which it obligates 
itself to make periodic lease payments to 
the lessor. These payments must continue 
to be made even if the company at a later 
date finds it has no further use for the 
opus involved. It is characteristic 
of long-term leases that the sum total of 
the obligated payments over the period of 
the initial lease exceeds the original value 
of the equipment, the difference repre- 
senting the interest and service charge 
paid the lessor. At the termination of the 
lease, the ownership of the property re- 
mains with the lessor, although frequently 
provision is made to extend the lease for 
additional periods at a substantially lower 
leasing cost. 

It will be seen that both leasing and 
debt involve a firm obligation on the part 
of the corporation to make a fixed stream 
of payments over a future period. While 
it is true that the creditor may be better 
off than the lessor in case the corporation 
goes bankrupt, this possibility is too re- 
mote to be of significance in the situation 
under study. It follows that a self-imposed 
limitation on the amount of debt to be 
carried must also be extended to leasing 
obligations. To put it simply, prudent 
management calls for the recognition of 
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some upper limit to the total of debt and 
lease obligation as a per cent of the total 
financial structure of the corporation. 


INVESTMENT EVALUATION 

There are two sides to the investment 
evaluation coin, and it is important to 
avoid getting the two sides mixed up. One 
is the profitability of the proposed ven- 
ture, and the other is the minimum ac- 
ceptable rate of return against which it 
must be judged. 

The concept of a minimum acceptable 
rate of return as it is used for investment 
evaluation purposes represents what the 
investors expect for the use of their capi- 
tal. Thus it is best understood in terms of 
the flow of cash between a corporation 
and its investors as a group, as shown in 
Figure 1. 

It will be seen that the new capital 
available to the corporation consists of 
equity—both new and in the form of re- 
tained earnings—plus the net increase in 


Figure 2 


RETAINED EARNINGS 


10% 


debt, which is merely the excess of new 
debt over debt retirement. Return on this 
total capital is the sum of earnings as 
shown at the top of the chart and interest 
payments at the bottom. Depreciation 
merely represents a recycling of capital at 
the corporate level and hence carries the 
same value as new capital. Leasing can be 
considered in this chart to be included 
with long-term debt. 

We will assume for purposes of sub- 
sequent discussion a financial structure 
built up of 70 per cent equity and 30 per 
cent debt. The exact percentages are not 
so important as is the fact that there is 
some fixed upper limit to the amount of 
debt in the capital structure. 

Assuming an effective interest rate of 
5 per cent after taking into account costs 
of flotation and administration, and using 
a 5O per cent income tax rate for the sake 
of simplicity, the cost of debt becomes 
2.5 per cent after taxes. 

Theoretically, the minimum acceptable 


SOURCE AND APPLICATION OF FUNDS 





NEW EQUITY 
2.5% 


BORROWED MONEY 


CAPITAL POOL ea 
8 % \ N 





rate of return for equity is the resultant of 
the investor's evaluation of capital gain 
earnings, and dividend policy as he antic, 
pates them for the future. Actually, it jg 
more directly tied to the investor's as. 
sessment of the risk involved in the bys. 
ness and its prospects for growth, coupled 
with a host of even more intangible cop. 
siderations. Basically, this return on equi 

is concerned with the valuation of the 
business as reflected by the appraisal— 
and sometimes even the whim—of thos. 
who have money to invest. It follows that 
it may be quite independent of the cor. 
porate books of account. 

It is beyond the scope of this paper to 
attempt to estimate what the minimum ac. 
ceptable rate of return on equity may be 
for any given industry or company or for 
any point in time; we will simply assume 
a value of 10 per cent after taxes for 
purposes of illustration. 

In terms of these values, the minimum 
acceptable rate of return for total capital 
is developed as follows: 


Value 
After Taxes Weight Extension 
Equity 10% 70 7.00% 
Debt 2.5% 30 0.75% 
Capital Pool 1.00 7.75% 


Considering the approximate nature of 
the estimate for equity, it is quite in order 
to round the capital pool value off to 8 
per cent after taxes. 

Figure 2 graphically depicts the invest. 
ment decision problem. 

Capital pool money is available at 8 
per cent. The five projects lettered A, B, 
C, D and E are all candidates for the use 
of this capital. Proper selection of these 
projects is the role played by the PI pro- 
cedure, and represents the other side of 
the coin. 


DEVELOPMENT OF CASH FLOW 


Profitability Index can be defined as the 
average effective annual per cent earnings 
on outstanding capital invested in a proj- 
ect over its life span. Mathematically, tt 
represents that interest rate that causes the 
entire cash flow for the project to dis- 
count to a zero present value. 

There are two steps to the PI pro- 
cedure. The first is to estimate the cash 
flow for the project over its life span. 
The second is to discount this cash flow 
at different interest rates until we find 
one that gives a present value of zero. _ 

Table I illustrates the calculation ot 
cash flow for a highly simplified project 
which we can identify as Project A. The 
first column denotes timing; 0 refers to 
the point in time when we invest in the 
project, 0-1 refers to the full year follow- 
ing, 1-2 to the second full year, etc. This 
particular project requires a single i 
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yestment of $10,000; since this is di- 
rectly charged to cash flow it is shown in 
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CASH FLOW—PROJECT A 















































and carries a negative sign 
that Oe i d out 8 8 Year Income Depreciation Income Taxes Profit Cash Flow 
since i — — ————  - — — ——— 
The second column tabulates the in- 0 $—10,000 
come we expect the project to earn each es $ on $ ae $ = $ pe by 
eat, before taxes and depreciation. The 93 3,600 2,000 800 800 2.800 
third column shows depreciation as com- 3.4 3,600 1,334 1,133 1,133 2,467 
uted for tax purposes on a sum-of-the- 4-5 3,600 666 1,467 1,467 2,133 
ats’ digits basis; we have assumed the ei 
investment in the project to be completely “— $18,000 $10,000 ae $4,000 $ 4000 
depreciable, and thus total depreciation TABLE Il 
uals investment. 
The amount remaining is split equally PROFITABILITY INDEX CALCULATION—PROJECT A 
between income taxes and profit, since Discounting at 12% 
o “C sh fl 2 “i - pn pre ws Year Cash Flow Discount Factor Present Value 
rate. Cash flow in the last column is —_—_—_—. —___———. — —— 
. 4 0 $—10,000 1.0000 $—10,000 
simply the sum of profit and the noncash ad cae Pi <a 
depreciation charge. 1.2 3,133 8358 2.619 
2-3 2,800 7413 2,076 
PROFITABILITY INDEX CALCULATION 3-4 2,467 6574 1,622 
‘ 4 " . 4-5 2,133 .5821 1,243 
The PI calculation is illustrated in sa. 
Table II. The upper section of the table Total $ 4,000 $ 830 
shows the results of discounting the cash Discounting at 18% 
flow schedule at 12 per cent. The dis- - : ~ : 
count factors are based on continuous Year Cash Flow iain nisl Present Value 
compounding and assume cash flow to be 0 $—10,000 1.0000 $—10,000 
spread uniformly over the year shown. 0-1 3,467 ‘9152 3,173 
‘ : 1-2 3,133 7644 2,395 
For example, if money earns 12 per cent, 23 2800 6385 1788 
a dollar received over a period of one 3-4 2,467 5333 1,316 
year starting three years from now will 4-5 2,133 4455 950 
have a present value of 65.74 cents. The ae 
present value at 12 per cent of the entire bates > a +) 
cash flow stream comes out to be positive Discounting at 16% 
at $830. This means that the 12 per cent Year Cash Flow Discount Factor Present Value 
rate is too low, and we should try a higher - $—10,000 same $1080 
one. 7 0-1 3,467 9241 3,204 
The middle section of the table shows 1-2 3,133 7875 2,467 
the same calculation using a higher dis- 2-3 2,800 .6710 1,879 
count rate of 18 per cent, in which total 7 ber ao be se 
present value comes out to be a negative ‘ : é 
$378. This means that 18 per cent is too Total $ 4,000 $ 0 
high. Interpolation between the present Profitability Index = 16% 
value totals yields 16 per cent, and this 
is checked out in the lower section of the TABLE Iil 
table. Since present value totals zero, we CASH FLOW—PROJECT B 
know that the PI is 16 per cent. An: 
Year Income Depreciation Income Taxes Profit Cash Flow 
A SECOND EXAMPLE 0 $—15,000 
Now let’s look at a different project of - $ —_ $ peo << ss 7 
somewhat poorer quality which we will 23 3,680 3,000 340 340 3,340 
call Project B. The development of the 3-4 3,680 2,000 840 840 2,840 
cash flow schedule is shown in Table II] 45 3,680 1,000 1,340 1,340 2,340 
and follows the same format as used yosat $18,400 $15,000 $ 1,700 $ 1,700 $ 1,700 
before. Project B requires an investment 
ala and meen. of heavy ag sl TABLE IV 
e-years digits depreciation in the first 
two years actually shows a loss. Since this PROFITABILITY INDEX CALCULATION—PROJECT B 
is but one project in an otherwise profita- Discounting at 5% 
gre we take a tax credit on Year Cash Flow Discount Factor Present Value 
this loss. After addi ‘ati — ———— ———— oe 
os an wins ~_ re 0 $—15,000 1.0000 $—15,000 
sues WwW 1S posi ive uring a ¥e 0-1 4,340 9754 4,233 
, 1-2 3,840 9278 3,563 
Again using a trial-and-error procedure 2-3 3,340 8826 2,948 
we find that discounting at 5 per cent as 3-4 pa pe — 
illustrated in Table IV yields a present os a : 
value of substantially zero and the PI is Total $ 1,700 $ ae 
therefore 5 per cent. Profitability Index — 5% 
ETE LTE TEER ICEL ET MAY 1961 
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Figure 3 SOURCE AND APPLICATION OF FUNDS 
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TABLE V 
BORROW OUTSIDE CAPITAL POOL—PROJECT B 
Project Borrow Interest Borrowing 
Year Cash Flow $10,000 Tax Credit Cash Flow 
0 $— 15,000 $ 10,000 $—5,000 
0-1 4,340 —2,260 $227 2,307 
1-2 3,840 —2,260 180 1,760 
2-3 3,340 —2,260 133 1,213 
3-4 2,840 —2,260 82 662 
4-5 2,340 —2,260 28 108 
Total $ 1,700 $—1,300 $650 $ 1,050 
TABLE VI 


PROFITABILITY INDEX CALCULATION—PROJECT B WITH BORROWING 
Discounting at 12.5% 








Year Cash Flou Discount Factor Current Value 
0 $—5,000 1.0000 $—5,000 
0-1 2,307 -9400 2,168 
1-2 1,760 8295 1,460 
2-3 1,213 7321 888 
3-4 662 .6461 428 
4-5 108 .5701 61 
Total $ 1,050 $ 5 


Apparent Profitability Index — 12.5% 
























































Figure 4 EFFECT OF BORROWING PROJECT B 
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PERCENT OBLIGATION INCURRED BY PROJECT 


After going down the list of projects 
in this manner, the decision Picture looks 
something like Figure 3. 

Among the projects shown and in |j ht 
of the 8 per cent minimum acceptable rate 
of return, we would surely conclude 
Project D at 21 per cent PI to be attrac. 
tive and also Project A at 16 per cent, 
Project C at 12 per cent we might be 
somewhat doubtful about since we might 
not be sure that the 4 per cent excess 
above the minimum acceptable value 
would be sufficient to justify the probable 
risk involved. Since they clearly fall be. 
low our minimum standard, we would 
have no such hesitancy in discarding Pyoj. 
ects B and E unless they include intangi- 
ble benefits sufficiently strong to override 
the indicated economic deficiency. 


EFFECT OF BORROWING 
ON PROJECT PI 


Let us go back to Project B with its 
5 per cent PI and see what happens when 
we directly assign some borrowed capital 
to it. Table V shows the situation when 
we borrow $10,000 of the $15,000 te. 
quired and incorporate the borrowing 
cash flow and its attendant interest tax 
credit into the original project cash flow. 
The third column depicts the fact that we 
receive $10,000 as a loan at time zero, 
and pay this debt off at a rate of $2,260 
each year over the succeeding five years. 
This schedule of repayments is based on a 
5 per cent interest rate, and the total 
interest charged amounts to $1,300 as 
shown by the total of this column. This 
interest generates a tax credit of $650 as 
shown in the fourth column; the timing 
of this tax credit reflects the fact that the 
interest component of the debt repay- 
ments declines through time. Putting this 
all together gives us the cash flow sched- 
ule in the final column. 

When we perform a PI calculation on 
this newly developed cash flow as indi- 
cated in Table VI we find that the project 
has an apparent PI of 12.5 per cent. In- 
deed, by borrowing varying portions of 
the total capital required we can come 
out with virtually any PI we wish, as 
shown in Figure 4. In fact, if we bor- 
rowed 100 per cent of the project invest- 
ment, the apparent PI becomes infinite. 

What has really happened? Is Project 
B really better than 5 per cent Pl, and 
should we accept it now because it seems 
to compare so favorably with our 8 per 
cent minimum standard ? 

The answer is obvious. The earning 
power of the project is not better than it 
was originally. By mixing up the two sides 
of the coin—by introducing a cost of 
capital element into the evaluation proce- 
dure—we have obtained a distorted an- 
swer. 
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Figure 5 


PI 





INVESTMENT 


Diagram | 


The sense of what has happened is best 
illustrated by the series of schematic block 
diagrams shown in Figure 5. Here the in- 
vestment is shown along the horizontal 
axis and PI, or the earning rate per dol- 
lar invested, along the vertical axis. On 
this basis the first black area shown as 
Diagram I represents a measure of the to- 
tal dollar attractiveness of the project. 

Borrowing against the project has the 
effect of carving out the shaded area as 
shown in Diagram II where the horizontal 
distance represents the amount borrowed 
and the vertical distance the effective cost 
of borrowing at 2.5 per cent after taxes. 
Although the remaining earning power 
of the project as represented by the black 
area, Diagram III, has been reduced, the 
investment base has been reduced much 
more. The result is that when we relate 
the new earning power to the new invest- 
ment base as shown in Diagram IV, the 
apparent PI rises considerably above the 
original project value. In order to correct 
this situation, it becomes necessary to re- 
store the investment base to its proper 
value by, in effect, buying back the obliga- 
tion as shown in Diagram V. 

Let us return to the 5 per cent PI proj- 
ect we have been studying and see just 
what this means in terms of the calcula- 
tions, 

Table VII is a repeat of an earlier table 





P | 






BORROWED 
CAPITAL 


Diagram II 


INVESTMENT 


required and charge us the same amount 
in lease payments as was previously re- 
quired to service the debt. Thus the ob- 
ligation involved in the leasing case is the 
same as in the borrowing case just dis- 
cussed. However, the lease payments are 
fully deductible for income tax purposes 
as shown. At the same time depreciation 
is reduced in line with the decreased own- 
ership. 

It will be seen that the cash flow sched- 
ule thus developed has an apparent PI of 
8.9 per cent. This is quite a bit below the 
apparent PI of 12.5 per cent shown for 
the identical project with an equivalent 
amount of borrowing. What is it that has 
lessened the attractiveness of the project? 

Comparison of the year-by-year cash 
flows involved (See Table 1X on page 218) 
shows that although the totals are the 
same, borrowing has a time advantage in 
that some of its cash is received earlier. 
This difference can be traced down to in- 
come taxes, and results primarily from the 
fact that sum-of-the-years’ digits deprecia- 
tion is available to the user of the prop- 
erty when he owns it but not when he 
leases it. 


P| 
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TABLE Vil 
BORROW OUTSIDE CAPITAL POOL—PROJECT B 

















and summarizes the impact of borrowing f Project Borrow Interest Borrowing 
on the cash flow schedule and on the PI ¥&4 Cash Flow eaten Tax Credit Cash Flow 
as calculated. Obviously, the simplest way 0 $— 15,000 $10,000 $—5,000 
to get the true PI is to avoid introducing ©! 4,340 —2.260 $227 ped 
the impact of borrowing in the first place. bi Peo ae waa be 
Or, if we were given the cash flow sched- 3.4 2,840 —2,260 82 662 
ule shown in the right-hand column, in 45 2,340 —2,260 28 108 
which borrowing is alre: involv 
owing is already involved, the sietad $1,700 $—1,300 $650 $ 1,050 
proper procedure would be to subtract out 
the impact of borrowing as shown by the 5.0% = True Pl Apparent PI = 12.5% 
two middle columns. This would give us 
the cash flow schedule shown in the left- TABLE VIII 
hand column, and from this we could CASH FLOW—PROJECT B WITH LEASING 
compute the true PI. 
Lease Income Leasing 
EFFECT OF LEASING ON PROJECT PI Y ear Income Payments Depreciation Taxes Cash Flow 
: : ae ree ee ‘ 0 $—5,000 
Now let us introduce leasing into this 01 $ 3,680 $ 2,260 $1,666 $—123 1,543 
same basic problem, as shown in Table 1.2 3,680 2,260 1,334 43 1,377 
“ina In order to be comparable with the 23 3,680 2,260 1,000 210 1,210 
iin ilinsveline en allt wabin en 24 3,680 2,260 666 377 1,043 
timistic: 6 = ion we will rather bi 4-5 3,680 2,260 334 543 877 
imistically assume that the lessor will ae 
provide $10,000 worth of the facilities Total $18,400 $11,300 $5,000 $1,050 $ 1,050 
a a soa te i i Ee aay py ena MAY 1961 
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This tax disability on the part of leas- 
ing versus borrowing is real and cannot 
be ignored. Since we have already seen 
that the true project PI for the borrowed 
money case is 5 per cent, it follows that 
the true project PI for the leasing case is 
somewhat lower. 

The mechanism for adjusting the leas- 
ing cash flow is shown in Table X. 

Here we eliminate the leasing obliga- 
tion by making the identical changes in 
cash flow as were made by the borrowing 
case. In effect, we compute the debt 
equivalent of the lease obligation and 
substitute it and its tax effects in the cash 


flow schedule in lieu of the lease pay- 
ments themselves. It will be seen that on 
this basis, the project PI turns out to be 
4.5 per cent. 

Following this same procedure for 
varying per cent obligations incurred by 
the project, we trace out the lower line 
shown in Figure 6. 

For the project as illustrated, it will 
be seen that 100 per cent leasing has the 
effect of dropping the true PI of the 
project slightly from 5 per cent rather 
than increasing it. This is in sharp con- 
trast to the apparent PI, which while not 
so high for leasing as for borrowed 


TABLE IX 
BORROWING VS. LEASING—PROJECT B 


Cash Flow 














Total Income Tax 




























































































money, still approaches infinity as the 
amount of obligation approaches 100 pet 
cent of the project investment. 


LEASE OBLIGATION PROCEDURE 


The foregoing discussion illustrates the 
development and application of the lease 
obligation procedure with which this 
paper is concerned. This procedure te. 
flects the underlying concepts stated at the 
beginning of this paper—namely, that 
lease obligations and debt obligations are 
additive and that their sum should be 
limited to some finite percentage of risk 
capital. It follows that any increase ip 
leasing obligations must be offset by a 
corresponding decrease in debt obligations 
if we are to leave reserve borrowin 
power unchanged. This offsetting of 4 
lease by retiring a debt is the essence of 





Year Borrowing Leasing B—L ; Borrowing ; Leasing tee: liane obligation procedure. 
Aes — — . a —" — At this point it may be useful to go 
1-2 1.760 1377 383 i 43 through the mechanics of the lease obliga. 
2-3 1,213 1,210 3 207 219 «(tion procedure, first in words and then 
3-4 662 1,043 —381 758 377. in figures. The steps involved can be sum- 
4-5 108 877 —769 1,312 543. marized as follows: 
Total $ 1,050 $ 1,050 : 2 $ 1,050 $ 1,050 1. Discount at the borrowed money 
Apparent PI 12.5% 8.9% interest rate the full schedule of lease pay- 
ments as obligated to the point in time 
TABLE X when the commitment is made. This gives 
the lump-sum debt equivalent to the lease 
CASH FLOW ADJUSTMENT—PROJECT B LEASING obligation. 
Leasi ee eo pear 2. Compute applicable interest tax cred- 
: wed Occhi! lea oe its on debt equivalent. 
Year Cash Flou Equivalent Tax Effect Cash Flow 3. Starting wit the project cos te 
tes ai +4 ee — —— including all leasing cash effects, make 
1 54 : - ; ii. Rises Recteings 
1-2 1,377 2,260 —180 3.457 these adjustments: 
2-3 1,210 2,260 —133 3,337 (a) Add in full lease payments at the 
3-4 1,043 2,260 — 82 3,221 time payments are made 
45 877 2,260 — 28 3,109 (b) Add in debt equivalent as a nega- 
tive item at time of lease commitment, and 
or laa , a —— : (c) Deduct tax credits at time in- 
8.9% = Apparent Pl True Pl = 4.5% curred. 
4. Compute PI on the adjusted cash 
Figure 6 TRUE VS. APPARENT Pl PROJECT B—LEASING flow schedule. 
25 i a It should be noted that the cash flow 
! : adjustments described above are uniquely 
H : determined on the basis of only three 
! i pieces of information: 
20 / i 20 The schedule of lease payments obli- 
BORROWING - APPARENT PI oF : gated 
| | Pi Ff The time of lease contract commitment, 
+y a 15 and 
° P Pd The going interest rate on the corpora- 
P | | # rd PI tion’s long-term debt. 
7 ey 
7 Ps ¥ 
10 a Ps Fount 10 = COMPUTATION TECHNIQUE 
en al The manner in which lease obligation 
nnn | | | values are used to adjust cash flow and 
[} aorrerec a | = 5 the resulting effect on PI has already been 
: _ gees: illustrated in Table X. Let us see how 
LEASING - TRUE PI these obligation values are derived. Table 
0 0 XI illustrates the computation technique, 
starting only with the fact that we are 
0 20 40 60 80 100 committed at time zero to pay $2,260 an- 
PERCENT OBLIGATION INCURRED BY PROJECT nually for a period of five years. 
ee ee ee eee ere eer ee rr nee MAY 1961 
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Using an interest rate of 5 per cent, the 
present oF discounted value of the lease 
ayments calculates out to be $10,000. 
We used the 5 per cent interest rate be- 
cause we can borrow at this rate—it is not 
at all related to the interest rate charged 
by the lessor, which in most situations 
will be higher. At this point we can ad- 
just the project cash flow schedule by in- 
troducing a negative $10,000 at time zero 
and increasing the cash income by $2,260 
during each of the five succeeding years. 

The proper charge for the interest tax 
effect is more difficult to handle. The total 
interest is simple enough—it is merely 
the difference between the total of the 
lease payments and their discounted value. 
The problem lies in its timing. The key 
to the problem is to assess the situation 
after the lease has operated for one year. 
A total of $2,260 will already have been 
paid out, and four times this amount re- 
mains to be paid out over the four years 
following. Since we are dealing with 
uniform lease payments, the amount of 
obligation remaining corresponds to the 
sum of the first four numbers in the Dis- 
counted Value column. This sum is 
$8,195, or $1,805 less than the $10,000 
obligation we had at the beginning of the 
lease. In other words, during the first year 
we paid out $2,260 and reduced our ob- 
ligation by $1,805; the interest com- 
ponent in this first year was obviously the 
difference between the two or $455. 

Following this line of reasoning, we 
can compute the difference between the 
annual lease payment and its discounted 
value for each year of the schedule, and 
show these amounts in reverse sequence 
in the Interest Paid column. The tax 
credit is, of course, 50 per cent of the 
interest amounts. These tax credits are 
then subtracted from the cash flow 
schedule. 

It should be noted that this procedure 
relates to the full lease payments as ob- 
ligated; any tax saving arising from the 
lease payments themselves would be in- 
cluded in the original cash flow schedule 
of the project, but would not be a part 
of the lease obligation procedure just 
discussed. Renewal options can also be 
handled in the manner described except 
the whole procedure would be built 
around the renewal date as the time of 
commitment. And, finally, it should be 
emphasized that the reversal method for 
computing the timing of interest tax 
credits is only valid when lease payments 
are uniform over the period of commit- 
ment. 

It should also be noted that we have 
taken a somewhat simplified view of the 
PI procedure itself, and have purposefully 
omitted some of the more realistic points 
of investment evaluation that should be 
recognized in actual practice. Examples 


TABLE XI 
EQUIVALENT DEBT AND TAX CREDIT—PROJECT B 























Lease Factor Discounted Interest Tax 
Y ear Payments at 5% Value Paid Credit 
0-1 $ 2,260 9754 $ 2,204 $ 455 $227 
1-2 2,260 9278 2,097 361 180 
2-3 2,260 8826 1,995 265 133 
3-4 2,260 8395 1,899 163 82 
4-5 2,260 7986 1,805 56 28 
Total $11,300 $10,000 $1,300 $650 
TABLE XIil 
OWNERSHIP VERSUS LEASING 
Lease Profitability Index As: 

Asset Class Life Charge Owner Lessee 
Depreciable s 5% 5% 4.3% 
Depreciable 5 5% 16% 14.1% 
Depreciable 10 5% 16% 14.0% 
Depreciable 10 6% 16% 13.2% 
Nondepreciable 10 6% 16% 15.9% 
Nondepreciable 20 6% 16% 15.9% 
Nondepreciable 20 5% 16% 17.2% 


of these would be delay in starting up the 
project, an irregular pattern of income 
and salvage value at the end of project 
life. 


GENERAL OBSERVATIONS 


Although this lease obligation tool has 
been developed for the purpose of evalu- 
ating projects which involve lease com- 
mitments, it is interesting to use the tool 
to explore the economics of leasing in 
general. The PI figures in Table XII il- 
lustrate what can be done in this regard. 

It will be seen that at project PI levels 
of both 5 per cent and 16 per cent under 
ownership conditions, 100 per cent leas- 
ing of depreciable property is inferior to 
ownership, giving PI values of 4.3 per 
cent and 14.1 per cent, respectively. In- 
creasing project life to 10 years has little 
effect on leasing PI, but increasing the 
leasing charge to a more realistic 6 per 
cent does, of course, drive the PI down. 

However, in the case of nondepreciable 
property there can be some advantage to 





leasing—if the leasing charge is sufh- 
ciently low. This situation arises because 
the leasing procedure permits the corpo- 
ration to effectively get a tax write-off on 
the original value of the property, and the 
value of this tax write-off over the years 
is greater than the heavily discounted 
terminal value of the property at the end 
of its life. 

Although leasing does not appear to be 
economically attractive as compared to 
ownership in the average situation, there 
are circumstances in which leasing may 
be clearly indicated. In some instances 
property desired may not be available for 
purchase, but can be leased. In some cases 
new capital may not be available at the 
time or in the amount required and leas- 
ing is the only other route to follow. In 
such circumstances, however, the meth- 
odology described herein should indicate 
whether a project and its corresponding 
lease are worth undertaking and, if so, 
the most attractive of the financing possi- 
bilities available. 


THIS PAPER was presented at the American National Meeting of 
the Institute of Management Sciences at Chicago, Illinois. (Mr. 
McEachron is a member of IMS; the American Institute of Chem- 
ical Engineers; American Petroleum Institute; and the Society for 
the Advancement of Management.) Other technical papers by the 
same author include ‘The Significance of Percentage Depletion,” 
1950; ‘Prediction and Feedback in Business Planning,” 1957; 
“The Role of Profitability Index in Investment Evaluation,” 1960. 
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John T. Garrity 


Is the Role of 


the Controller 
Shrinking? 


THE CONTROLLER 

















Has he 

in many cases 
lost, as the 
writer believes, 
the confidence 
of operating 
management? 


IN AMERICAN BUSINESS CIRCLES there 
is a growing feeling and concern that the 
role of the controller in corporate manage- 
ment is shrinking. This may be hard to 
accept, but there is evidence that the con- 
trollership function is being eroded and 
this will continue unless the controller 
takes action now to revitalize his effective- 
ness. 

As a point of departure, consider the 
statement of Controllers Institute of 
America on the concept of modern con- 
trollership. (In the listing below there has 
been a slight reordering of the Institute's 
points, but the content remains the same. ) 


1. To establish, coordinate, and admin- 
ister as an integral part o f management an 
adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit 
planning, programs for capital investing 
and financing, sales forecasts, expense 
bud gets, and cost standards, together with 
the necessary procedures to effectuate the 
plan. 

2. To compare performance with oper- 
ating plans and standards, and interpret 
the results of operations to all levels of 
management and to the owners of the 
business. 

3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
icies, organization structure, and proce- 
dures. 


4. To continuously appraise econg 
and social forces and government igh 
ences, and interpret their effect upon. 
business. 4 

5. To report operating results, 
function includes the formulation ang 
ministration of accounting policy ang jf 
compilation of records and reports asy 
quired. E 

6. To administer tax policies ang 
cedures. a 

7. To supervise or coordinate the } 1 
aration of reports to governmental age 

8. To assure fiscal protection for } 
assets of the business through adeg dl 
internal control and proper insurance cop 
erage. 


This is an excellent statement of th 
role that the modern controller shoul 
play and it says, in effect, that the contra 
ler should function as top management 
chief intelligence officer. 4 

And yet, in the opinion of the write 
the controller of today is in practice fu 
ther away from actually living up to thi 
concept than he was, say, ten years agi 
Admittedly, this is a subjective judgment 
but there are objective facts to support 

First, in recent years an increasing num 
ber of companies have created executiyg 
positions, independent of the controle 
and responsible for the planning, com 
trolling, and interpretive functions whid 
are so prominently placed in the Institut 
listing of duties. Further, in our practi 
we find to an increasing degree that on 
those studies which are directed at help 
ing clients strengthen their structure of 
management information, our working 
contact is not with the controller but 
rather with a manager of corporate plan 
ning, a director of management informa 
tion, or an assistant to the president. 

If indeed this is a fair appraisal of the 
situation, let us then consider the reasons 
why the controller is being divorced from 
his primary intelligence responsibility am 
why, as a consequence, he has a lessé 
role in corporate top-management circles 
There are three primary reasons for this 

First, many controllers have done % 
little in this area that top management has 
turned elsewhere for help; q 

Second, the controllership field has ex 
panded so rapidly of late that many com 
trollers just have not been able to keep™ 
pace; and 

Finally, many controllers have been 
handicapped by the wrong approach to 
meeting management's information needs. 
Let us consider each of these reasons fur- 
ther. 


CONTROLLERS WHO ARE NOT ACTIVE 


Some controllers—although these are 
relatively few—have never even tried to 
provide top management with the infor- 
mation needed for decision-making and 
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Teamed with a PHILCO 2000 SERIES Computer. 


data eez-"@lOmal-latelicimaalelacmcal-lammesleisiir-l— man) elolammer-ura! 
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for measuring performance. These are the 
controllers who really do not subscribe to 
the Institute’s concepts, the controllers 
who dismiss its listing of duties as idealis- 
tic and unrealistic. Perhaps the statement 
4s a bit visionary, but not unrealistically 
so. And it is solid fact, not vision, that top 
management needs, and is looking for, 
help in every one of the areas listed. 

But by far the greater number of con- 
trollers who have not been active are those 
who have let themselves become so em- 
broiled with statement preparation, ac- 
counting procedures, tax problems, and 
other secondary duties that they have not 
devoted to their primary planning and 
control responsibility the time that it re- 
quires. 

In this, these controllers are perhaps 
not entirely at fault. It cannot be denied 
that tax, legal, and accounting matters 
have become more complex and more 
time-consuming with each passing year. 
Further, these matters can have quite an 
impact on profits. And these are the day- 
to-day operating responsibilities that must 
be met. But, these facts notwithstanding, 
those controllers who have short-changed 
their management information duties have 
been neglecting, by the definition of the 
Institute, their most important responsi- 
bilities. 

A great deal of space could be devoted 
to the one particular problem of the con- 
troller who has let himself become bogged 
down in the more petty or peripheral of 
his duties. Let us confine ourselves here, 
however, to three quick suggestions that 
may help. 

1. The controller must move out of his 
departments those activities which are not 
essential to his major responsibility. In 
one sense it is a tribute, but in a more 
important sense it is a shame, that the al- 
ready over-worked controller is asked to 
undertake more and more duties. Setting 
standards, tax interpretation, credit, and 
stockholder relations are some examples. 
But these extraneous duties must be pro- 
vided for elsewhere in the organization if 
the controller is to fulfill his primary mis- 
sion. 


2. He must provide himself with an 
adequate staff. As the keeper of the com- 
pany budget, the typical controller is the 
last to add to staff. It is perfectly fine to 
set the good example, but he should not 
be “pound foolish” and skimp on the 
man-hours needed to do an effective job. 


3. He should delegate more accounting 
and other routine responsibilities to his 
staff. It usually turns out that they can do 
a much better job than he expects, whereas 
only he has the breadth, the experience, 
and the stature to work closely with top 
management in planning and controlling 
operations. 


EXPANSION 
IN THE CONTROLLERSHIP FIELD 


But enough of the controller who is not 
devoting sufficient time to his planning 
and control responsibilities. Let us now 
consider a question of organization bear- 
ing on the role of the controller. That is, 
has the controllership field become too 
broad, too complex, for any one executive 
to administer? 

In recent years top management’s need 
for more and better information, for im- 
proved approaches to planning, decision- 
making, performance measurement, and 
control, has grown at a tremendous rate. 
The reasons for this are clear enough. The 
rapid growth in American business, both 
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in size and geographic dispersion; the in- 
creasing complexity due to technological 
breakthroughs and diversification ; the shift 


to decentralization—all have required 
business executives to rely less on per- 
sonal observation and leadership and more 
on formal management tools in the run- 
ning of the business enterprise. 
Simultaneous with this growth in need 
has been the rapid expansion in the means 
and techniques to fill the need. For ex- 
ample, mathematical techniques, such as 
operations research, are increasingly being 
applied to the solution of business prob- 
lems. Electronic data processing is another 


example. This equipment not only makes 
it possible to provide more information 
faster, but, as management is becomin 
increasingly aware, it is having a fund,. 
mental impact on the processes of plan. 
ning and control. And each of these areas 
has its own body of knowledge which the 
controller must now master along with 
accounting, business law, budgeting, and 
office systems. 

In the face of this, maybe the controller 
along with his other duties should not be 
expected to keep pace. Maybe the best 
solution is the shrinking of his role. Per. 
haps companies should create new execu. 
tive positions whose sole responsibility it 
is to assist company executives in planning 
and controlling the enterprise. But if this 
should come to pass, one key reason will 
be that most controllers, including those 
who have tried, have failed to live up to 
the concept of modern controllership, 


THE ACTIVE CONTROLLER 


For the balance of our discussion let us 
consider those many controllers who have 
tried to fulfill the role of top manage. 
ment’s chief intelligence officer but have 
had only limited success. To be sure, there 
are many reasons—but let us restrict our- 
selves to that cause which the controller 
can correct himself. 

In the judgment of the writer many 
controllers are missing the mark because 
their approach to identifying and meeting 
management’s planning and control needs 
falls short in four important ways: 


1. It is preoccupied with accounting 
information. 

2. It is not oriented to operating needs. 

3. It focuses on “line items’’ instead of 
basic programs. 

4. It fails to look beyond a single year. 


Let us discuss each of these in more de- 
tail. 

The controller's preoccupation with ac- 
counting reports in the management in- 
formation structure, First off, this remark 
does not mean that accounting reports are 
unimportant. Far from it. Under our eco- 
nomic system the purpose and the test of 
any enterprise is its long-term profits and 
return on investment. Thus in any body 
of management reports the profit-and-loss 
report and balance sheet must play an 1m- 
portant role. Further, the accounting sys- 
tem, with its debits and credits, assets and 
liabilities, and income and expense ac- 
counts, provides a model which ultimately 
measures every activity of the business. 
Thus the accounting system supplies 4 
valuable discipline around which to struc- 
ture business plans and operating controls. 
Finally, the accounting system, by con- 
verting every activity into dollars and 
cents, gives the company a universal lan- 
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e, so to speak, for expressing its many 
varied plans and actions in the same terms. 
Thus in calling the controller to task 
for his preoccupation with the accounting 
system there is no intention to depreciate 
the value of this system. Nor would any- 
body say that the controller should over- 
look his financial reports. What is meant 
is that the controller must not restrict his 
lanning and control efforts to the con- 
fines of the accounting system, for finan- 
cial reports have three important limita- 
tions as planning and control tools. 


1. They are not sensitive enough. 

2. They are not direct enough. 

3, Finally, in some cases, they do not 
provide the best over-all measure of per- 
formance. 


LIMITATIONS OF FINANCIAL REPORTS 


What do we mean when we Say that 
financial reports are not sensitive enough? 
Earlier it was conceded that the accounting 
system ultimately measures every business 
act. However, this ultimate measurement 
is frequently much too slow to enable top 
management to take effective action. As a 
case in point, take the example of the 
midwestern home delivery division of a 
dairy company. A review of the division’s 
operating statements showed that over the 
yeats profits had been maintained at a 
good level. What they did not show, in 
time to forestall the collapse that took 
place, was that this division had been op- 
erated, in effect, as a wasting asset. 

Specifically, this was the situation. Since 
before World War II competing dairies 
had invested the money and effort to shift 
their distribution to the suburbs, where 
the younger, larger, and, on the average, 
higher-income families were relocating. 
Simultaneously they gradually pulled out 
of the lower-income, small-family, metro- 
politan centers. Now this division main- 
tained sales and profits by capturing a 
larger share of the urban market and by 
not investing in suburban distribution. But 
when the price spread between. delivered 
milk and store milk increased, the urban 
home-delivery market all but disappeared, 
and with it, division profits. Moral: the 
accounting system can be too insensitive a 
thermometer for measuring company 
health. 

A second criticism of financial reports, 
which is closely related to the first, is that 
they are not direct enough. To illustrate, a 
month or so ago the writer attended a talk 
given by an assistant to the president in 
which he discussed the management-in- 
formation structure for which he was re- 
sponsible. Of the 12 key elements of per- 
formance on which they developed plans 
and exercised control, only five were dol- 
lars-and-cents measurements. Some of the 
other factors—factors which do not ap- 








CORPORATIONS OF 1985 


Will they be managed by machines? W hat about the cor- 
poration’s coexistence with men? How will they function 
in our democratic society? What about management of the 
multinational corporation? What will be the relationship of 
the Western corporation with underdeveloped economies? 
How will corporations function in regard to education, 


ethics, power? 


These are the six areas of corporate functions 25 years 
hence which are discussed in Management and Corpora- 
tions 1985 edited by Melvin Anshen and G. L. Bach 


(McGraw-Hill). 


Why 1985? Because, as Dean Bach of the Graduate 
School of Industrial Administration and professor of Eco- 
nomics at Carnegie Tech points out in the book’s intro- 
ductory note, “The thoughtful academician must face the 
world of 1985—a quarter-century away. It is for 1985 
that the business schools of today are training the leaders 
of tomorrow. In 1985, the business school student of today 
will be only in his forties, beginning to assume real leader- 


ship and power.” 


Fifteen distinguished leaders from business, law, educa- 
tion, the social sciences, religion, and philosophy contrib- 
uted the papers and participated in the discussions that 
form the contents of the volume. The sum of their predic- 
tions is a fascinating look into tomorrow's business world. 

—Carnegie Tech Quarterly, 1/1961 





pear in financial statements—were share 
of market, competitive product-line eval- 
uations, management development, and 
anticipated research and development re- 
sults. These are all clearly matters of great 
concern to top management and factors 
which can have an important bearing on 
company success. And yet the accounting 
system only indirectly, and at that inade- 
quately, gives any clue to critical factors 
such as these. 

Finally, there are some situations where 
financial reports do not provide the best 
measure of performance. One example is 
a capital-goods manufacturer which sells 
equipment to public utilities. To help po- 
tential customers purchase their equip- 
ment the company set up a sales-financing 
subsidiary. The performance of this sub- 
sidiary was then evaluated on the basis of 
earnings to net worth. As a consequence 
the subsidiary’s loan policies were just as 
tight as a bank’s, and the subsidiary did 
little to fulfill its primary mission—namely, 
to promote equipment sales. Here, in his 
zeal to set up profit centers and profit ac- 
countability, the company controller fos- 
tered a self-defeating attitude on the part 
of the subsidiary’s management. 
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So much for examples of the limita- 
tions of financial reports. The main point 
which the examples are intended to rein- 
force is that, if the controller is to ade- 
quately serve top management, he must 
look beyond the confines of the account- 
ing system. 

The failure of many controllers to take 
an operating-oriented approach to plan- 
ning and control. Again, an example may 
demonstrate this failure. Some time back 
the writer attended a meeting held by a 
division general manager at which his 
controller was present. The division head 
made a statement to this effect: “Now 
that we are through preparing your budg- 
ets, I would like you to give us some help 
in planning.” This type of remark, also 
heard on other occasions, was quite shock- 
ing, because it showed just how far many 
companies’ budgeting is removed from 
the operating management process. Fur- 
ther, it indicated that this controller, like 
many others, was satisfied with the plan- 
ning and budgeting process just as long 
as the books balanced and a reasonable 
profit was forecast. 

But the controller has a far greater re- 
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sponsibility than this in the planning and 
budgeting process. He should insure that 
the budget is adequately supported by 
well-thought-through operating plans. He 
must insure that it is integrated both 
among the several departments as well as 
with longer term corporate and divisional 
objectives. He should test it for “commer- 
cial sense’; that is, he should challenge 
every major expenditure to insure that it 
is economic and will promote company 
strength and growth. In short, if the con- 
troller is really serving top management, 
he must insure that the budget represents 
the pricing out of well-conceived, tested 
physical operating plans, not just past 
actual performance eloquently defended. 

Now it is just as important to the con- 
trol process as it is to the planning proc- 
ess that the budget be based on adequate 
operating planning. Without this, vari- 
ance analyses can only be of the “boiler 
plate’’ variety and consequently of very 
limited value. For example, if the P & L 
report shows that sales income is, say, 10 
per cent below budget, the boiler-plate 
variance analysis can break this down into 
volume, price, and mix. But such analyses 
in and of themselves are of little help. 
What operating management needs are 
the kinds of depth analyses which will 
identify the corrective action required. 
Thus the controller. should determine if 
the drop-off was peculiar to his company 
or if it was industry-wide; if it was the 
result of inadequate functional support or 
a failure on the part of the line sales 
force; if it was caused by a failure in a 
“new product’ program or a decline in 
existing products; whether it was caused 
by a loss of old accounts or failure to open 
up new ones. 

To make these kinds of analyses, which 
management needs to take effective con- 




















trol action, the budget must be built up 
from specific and detailed operating plans. 
For a variance analysis cannot analyze out 
more factors than have been put into the 
budget build-up. And so it 1s critical to 
both the planning and control process that 
the controller take an operations-oriented 
point of view. 

The controller’s focus on “line items” 
rather than on basic programs. Profit-and- 
loss reports and budgets built on a profit- 
and-loss basis are constructed in terms of 
line items of expense. Thus we budget for 
salaries, wages, telephone expense, sup- 
plies, and so forth line by line. However, 
with the possible exception of direct labor 
and direct material, the operating execu- 
tive does not plan in these terms but 
rather in terms of the basic programs that 
he intends to carry out over the year in 
order to meet his objective. 

As an example let us take the report 
typically prepared on the performance of 
the engineering department. This report 
compares actual versus budgeted expense, 
line by line, and rarely are there any vari- 
ances from budget of any significance. 
Does this mean that the engineering de- 
partment is doing a good job? Not at all. 
To properly assess the engineering de- 
partment’s performance and to make a 
reasoned judgment as to what the level 
of cost should be, we must first determine 
what the chief engineer intended to do 
with the manpower and resources he re- 
quested, the objective of the programs he 
was to undertake, and the anticipated pay- 
out of these programs. With this kind of 
planning information, we are then in a 
position to construct meaningful control 
reports. Not reports which merely show 
actual versus budgeted expense line by 
line. But rather reports which measure 
program progress and compare the bene- 












































THE CONTROLLER 


fits actually derived with anticipated gg 
sults. a 
Most controllers can take satisfaction 
with the tools which they provide to P : 
and control direct materials and direst 
labor. But the line-item approach which 
some typically take to staff and functional 
activities is woefully deficient, even though 
these are the areas where general manage: 
ment needs the most help. a 
The cost of such indirect activities as peo 
search, engineering, and data processing: 
has been rising at a faster rate than any 
other type of expenses. Further, these 
are far more difficult to plan and controf. 
than direct expenses. But until the controle: 
ler learns to do a better job in this other 
area, which in the first instance means g¢ 
ing beyond a line-item approach, he re 
be signally failing to meet top manage: 
ment’s needs. : 
Failure to look beyond the year. In hig. 
body of planning-and-control information, " 
the controller typically looks only at on 
year. In reviewing budgets, rarely is the® 
budget analyzed and tested to insure that” 
the annual plan is directed toward achiev.” 
ing longer-term corporate objectives, Fur” 
ther, often there is a failure to recognize | 
that the planned results for a given year? 
are substantially the product of programs’ 
started in prior years and that costs ine 
curred in the given year are, in effect, in| 
vestments in the future. 4 
For example, the life-insurance com-™ 
pany that undertakes to increase premium’ 
income by expanding its sales force will} 
incur in the early years substantial organ-” 
ization-building expenses with little rev- 7 
enue payoff. By the same token, over the” 
short term this company could eliminate 7 
organization-building costs while continu- 7 
ing to increase sales owing to the in-~ 
creased experience and productivity of 7 
agents recruited in prior years. Thus budget” 
reviews should not be restricted to some 
“rough cut’’ ratio analyses lest, on the one” 
hand, they kill some future program in] 
the bud or, on the other, they give pres- 
ent management undue credit. 
By the same token, control reports” 
which compare actual performance with] 
the plan should, to be truly meaningful, 7 
show the longer-range impact of current 7 
variances. In the sales-force illustrations 7 
cited above, the variance analysis should 
not merely show that the budget is being” 
underspent because fewer men that] 
planned had been hired or had survived” 
their early years in the business. Rather, 
the analysis should also show the longet-” 
range impact on the company’s growth 
program. : 
Now, emphasizing the need for the | 
longer look is not the same as saying that 
every company should have a five-year 
plan. It may be popular to have such a 
(Continued on page 259) 3 
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“double dealing 

when the controller looks 
at budgeting with the 
eyes of top management 


MOST MAJOR COMPANIES nowadays 
charge the controller with responsibilities 
that enable him to speak of budgets from 
two separate and distinct points of view. 
From one, his control function, he can 
speak as the principal official directing the 
budgetary control system itself. From the 
other, his service function, he can speak 
as an officer of his company who is in- 
volved in all stages of operational plan- 
ning. 

It is the second of these two points of 
view—that is, the point of view concerned 
with the uses which management can 
make of budgeting—that has shaped the 
remarks which follow. They grow out of 
the writer's observation of how this im- 
portant tool is used in making a variety 
of critical top-level decisions, all designed 
to help steer the course of an organiza- 
tion’s progress. They are based on his be- 
lief that an effective budgetary control 
system is an essential device for gaining, 
in an increasingly competitive market, full 
profit potential. 


WHAT IS BUDGETARY CONTROL? 


Taking first things first and formulat- 
ing a few basic—perhaps too basic—defi- 
nitions, let us say that the budget itself 
is a plan of action expressed in financial 
terms, while budgeting is the process of 
pepetes budgets. When we speak of 
budgetary control, we are talking about 
the use of budgets and budgeting in shap- 
ing over-all plans, setting performance 
standards, and coordinating all the activ- 
ities of the business into a unified whole. 

In general, budgetary control covers the 
development, maintenance, and use of 
three basic budgets: income, capital and 
cash. 

The income bud get estimates both gross 
and net income. It is a valuable tool and 
guide to future prospects, but it requires 
continuing keen perception and analysis 
of industry and the economy in general. 

Net income estimates result from the 
application to the gross figures of antici- 
pated expenses, including functions such 
as research and administrative operations. 

Determining the gross income is prem- 
ised on forecasts of sales volume, with all 
their doubts and reservations. Unforeseen 
price competition and new developments, 
such as the introduction of new and 
improved competitive products, may in- 
validate even the most highly regarded 
forecasts. Shortages of material may se- 
verely curtail operations. Rising costs re- 
sulting from advancing wage scales may 
cause substantial profit reductions. Severe 
price depressions resulting from powerful 
competitive forces, technological develop- 
ments, and changes in the relationship of 
demand to plant capacity can completely 
change the profit picture. 


In the oil business, a peculiar variable 
arises from the fact that state regulatory 
bodies may vary the number of days 
monthly that producers can operate their 
wells. For instance, Texas permitted jj 
men nine days’ production time durin 
December 1960, compared with ten days 
monthly earlier that year. 

Keeping one’s feet in the quicksand of 
such possibilities does indeed present many 
difficulties, but forecasting can and must 
be done in establishing the income budget. 
(Of course, we must all recognize the fact 
that no budget can be com letely rigid, 
Rather, it should remain malice flex. 
ible to meet any shifts in our economic 
climate. ) 


THE CAPITAL BUDGET 
AND THE CASH BUDGET 


The capital budget determines how the 
amounts allotted for capital expenditures 
may be apportioned to major departments 
to gain the most competitive adveoiall 
Many considerations are involved in de. 
ciding on such an allotment. 

Particularly on a long-range project, 
economic or marketing considerations 
might cause plans to change. Labor diffi. 
culties, even involving suppliers, might 
delay operations. Inflation or deflation 
could inflate or deflate cost estimates. 

Other factors to consider in determin- 
ing capital expenditures include these: 


1. Market demand and suitability ; 

2. Costs of money in terms of what 
could have been earned had it been other- 
wise employed ; 

3. Reaction of competitive forces; 

4. The possibility of alternative uses; 

5. The effect on personnel relations 
within the company ; and 

6. The advisability of conserving capi- 
tal as opposed to the risks involved. 


The cash budget is simply a combina- 
tion of the financial position at the start 
of the period with the expected result of 
operations during the period, as shown 
in the income and capital budgets. Basi- 
cally, the cash budget states two things: 
cash available for the period under te- 
view and itemized demands for funds. 

While the income and capital budgets 
are the responsibility of the operating 
departments and are prepared with the 
advice and assistance of accounting pef- 
sonnel, the cash budget is solely a finan- 
cial function. The income and capital 
budgets represent the coordinated plan of 
action to achieve company objectives, but 
the cash budget reflects the financial te- 
sults of those plans. 

Distribution of available cash among 
the various divisions of the business 1s 
clearly of utmost importance. Ill-advised 
or improper allocation will serve only to 
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disturb the delicate balance among operat- 
ing divisions and may result in a scramble 
by operating executives for positions of 
vantage. The burden of such commit- 
ments could seriously impair the com- 
pany’s earnings and financial position. 


COORDINATING PLANS 
AND BUILDING RAPPORT 


In the process of coordinating these 
plans, which is also an important phase, 
some original plans of action may have 
to be revised to fit into the over-all pic- 
ture. Also, we must remember that the 
fnal adoption of any budget does not 
establish inflexible performance standards. 
Nor do budget makers themselves de- 
termine plans of action or performance 
standards—that is the function of operat- 
ing management, which is “ane for 
the operations being budgeted. 

And, finally, it is essential to remember 
that budgetary control reaches maximum 
effectiveness only when the budgets con- 
tinue to be used as guideposts against 
which to measure performance. 

There, briefly, are the major ingredients 
of a budgetary control system. But others 
ate also essential. We must not forget the 
budget makers and those who live with 
these budgets. 

First, the budget makers. We must re- 
member that the budgetary control tool 
is no better than the people who fashion 
it: those whose specialty is the nuts and 
bolts of budgeting, the members of the 
organization who live and breathe and 
reach budgeting. Management cannot af- 
ford to waste any of their talents. Rather, 
it should stimulate a climate which fosters 
their interest and nurtures these talents. 

Next, those who live with the budget. 
They ate operating management, who— 
and this is worthy of emphasis—must be 
a part of the budgetary process. To gain 
the fullest efficiency from their operations, 
they must fully respect and use the budget. 

These two groups, the makers of the 
budget and those who live within it, do 
not—they cannot—operate independently. 
Only by a close relationship with mutual 
appreciation and understanding can they 
first develop a suitable budget system, 
then use it to full advantage. 

The principal responsibility for achiev- 
ing such rapport between them rests with 
management itself. Before an effective 
budgetary control system can be put into 
use, Management must do two things: it 
must understand clearly that the budget 
fepresents an over-all operational plan, 
and it must fully support the idea of 
budgetary control. In addition, all levels 
of Management must have a clear under- 
standing of the system, its intended use, 
and the responsibility of each individual 
involved in the process. 


Without the active and forceful sup- 
port of top management, few people in 
the lower echelons will make any use of 
the system. Without a sound administra- 
tive procedure, the system will bog down 
in red tape and frustration. Without a 
clear understanding by everyone of the 
system, its use, and the responsibility of 
each individual, there will be continuous 
misunderstandings and bitterness which 
will render the system virtually useless. 

In summary, then, we see that budg- 
etary control encompasses these phases: 
understanding and strong top-level sup- 
port, conscientious preparation, coordina- 
tion into a unified whole, and proper use. 


WHO PREPARES THE BUDGETS? 


Let us move now from what budgetary 
control is, and how important it is, to the 
next step: how budgets are prepared and 
by whom. Then we can put the finished 
package, expertly and thoroughly pre- 
pared, in the hands of management and 
see first the potential it presents for maxi- 
mizing efficiency and profits and, more 
important, the use management makes of 
it: 

To bring additional meaning to the 
mechanics of budget preparation, perhaps 
it might be more effectively reviewed 
against the framework of 4 real situation 
—in this case, the writer's own company. 

Sun Oil Company is an integrated or- 
ganization engaged in the production, 
transportation, refining, and marketing of 
petroleum and its products. These func- 
tions are undertaken by the Production, 
Transportation, Manufacturing, and Mar- 
keting Departments. 

Some transportation services, such as 
the tanker fleet, barges, tank cars, and 
trucks, are integrated into the parent com- 
pany. Others, notably those offering pipe 
line services, are organized as subsidiary 
or affiliated companies. 

Foreign subsidiaries operate in Canada 
and England and on the Continent, while 
other subsidiaries are actively engaged in 
the search for crude oil in various South 
American countries and in Pakistan. 

Included in the corporate family are 
two subsidiaries which are somewhat un- 
related to the over-all purposes just de- 
scribed. They are a large ship-building 
and dry-dock company and a mercury- 
mining company. 

In addition to the four operating de- 
partments, the company has others whose 
responsibility it is to service the func- 
tional divisions. These include Account- 
ing, Treasury, Purchasing, Industrial Re- 
lations, Public Relations, Legal, and so on. 

The comptroller is an officer of the 
corporation and a member of its Board 
of Directors. He is also responsible for 
the organization and operation of the 
Accounting Department. 
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The departmental services falling under 
his jurisdiction are those which encompass 
all the strictly accounting functions, and 
many which have to do with interpreta- 
tion of accounting data. 

Four of those groups provide account- 
ing services for the principal operating 
departments. They are Production Account- 
ing, Transportation Accounting, Manu- 
facturing Accounting, and Marketing 
Accounting. A fifth group is the depart- 
ment which coordinates the company’s 
over-all budgeting activities. 


OPERATING GROUPS AND 
THEIR ACCOUNTING COUNTERPARTS 


When budgeting time arrives in the 
early fall of each year, the Executive Com- 
mittee holds a general discussion of the 
company’s over-all objectives. All depart- 
ments are then required to prepare an 
income and a capital budget for the en- 
suing year. 

We at Sun have found that operating 
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managements often take a pretty dim view 
of this whole business. In fact, let’s face 
it: they generally think income budgets 
are for the birds. They have confidence in 
their ability to forecast their own expenses 
—but how can they tell about the cost of 
their raw materials, the sales prices they 
can get, or even the sales volume ? 

As with many other companies, our 
operating departments have attempted the 
income budgets with grave misgivings 
and only after rather pointed encourage- 
ment from top levels. And yet, although 
our budgeting procedures are still in the 
experimental stages and have a long way 
to go before they will approach maximum 
usefulness, even now our operating people 
are finding the original formulation of the 
budget and the comparison of actual per- 
formance with budget very helpful to 
them. 

So at Sun, at budgeting time, each 
operating group meets with its accounting 
counterpart: Production operating with 
Production Accounting, Transportation 
operating with Transportation Account- 
ing, and so on. 

For example, the Manufacturing De- 
partment vice president meets with his 
top subordinates and the manager of the 
Manufacturing Accounting ig eae 
and goes over the objectives for next 
year. Through many tedious hours they 
examine the various factors which will 
comprise the departmental income and 
capital budgets. The reader will recall 
that the income budget requires thought- 
ful estimates of both gross and net in- 
come, a task requiring keen perception 
and analysis of industry and the economy 
in general, and that the capital budget 
determines the funds to be earmarked for 
the most important new projects. 

So the conferences continue. Estimates 
are made of the future level of operations, 
the likely product mix, and the cost of 
materials and labor. The predicted profits 
to be realized from all this will be in- 
fluenced by economic forecasts and Sales 
Department prognostications, as well as 
by the over-all objectives determined by 
the Executive Committee. In addition to 
any information specifically requested by 
operating management, our Manufactur- 
ing Accounting Department provides all 
further information 7f considers impor- 
tant. While our Manufacturing Account- 
ing manager is a part of this discussion 
and fully expresses his views, the final 
determinations are made by the Manufac- 
turing vice president. 

The types and quantities of crude oil 
to be run and the products derived are 
then calculated by the Manufacturing De- 
partment. Many discussions follow con- 
cerning prices to be paid and received, 
and the expenses which will be incurred 
in carrying out the proposed program. 
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This information is then combined by 
Manufacturing Accounting personnel, sub- 
mitted to the Manufacturing vice presi- 
dent for his final approval, and then for- 
warded to the general budget group. 


BUILDING UP AND COORDINATING 
FINAL BUDGET FIGURES 


But again it should be emphasized that 
these budgets, as finally approved, are not 
solely the creature of the Manufacturing 
Accounting Department. This group has 
been a part of the discussions and has 
done the actual compilation, but the 
figures finally appearing on the budget 
are simply the expression in dollars and 
cents of the projected operation of the 
Manufacturing Department as finally de- 
termined by those responsible for that 
operation. 

In similar fashion, our general budget 
group receives the various budgets from 
each of the other operating departments 





and also from all administrative groups. 
A tentative cash budget is then prepared 
by the annual budget group from the in- 
formation available to them. 

The cash budget is useful in maintain- 
ing a sound current position and provid- 
ing a firm foundation for executive de- 
cision on financial matters. It helps assure 
the payment of appropriate dividends and 
represents a major step toward achieving 
a balanced integration of complex cor- 
porate business. It requires careful timing 
of capital expenditures and of income ex- 
pectations—and estimates of the size and 
timing of nonoperating features, such as 
requirements for tax payments, repayment 
of debts, variations in current accounts, 
and the like. 

The cash budget is also the basis for 
financial planning: whether deficient funds 
will be provided when needed or surplus 
funds put to the best possible use. When 
all these factors are now drawn together 
in the cash budget, the information re- 
vealed may make it desirable for operating 
management to expand or contract its 
earlier plans. 

The three over-all company budgets of 





income, capital expenditure, and cash are 
now forwarded to the president for his 
review and discussion with the Executive 
Committee. 

Often it appears that the various de. 
partmental budgets are inconsistent oy 
even completely ers and some. 
times the combined budgets do not satisfy 
the over-all company objectives, While 
our accounting personnel attempt to point 
out these problems, it is operating man. 
agement which must agree to any changes 
required to make the final company budget 
consistent with over-all objectives. 


SOME BUDGETARY 
INTERRELATIONSHIPS 

All this may sound like a fairly simple 
and orderly process. But there are Many 
complications and problems to be resolved, 

For example, projects to be included in 
the capital budget may well have a direct 
bearing on income possibilities. Also, 
since the cash requirements of the business 
cannot be ignored, some broad cash esti- 
mates must be prepared before intelligent 
guides can be established concerning the 
other budgets. So, basically, all three areas 
must be roughly coordinated before any 
is started, and they must be kept coor- 
dinated as they proceed toward completion. 

During this trying period, a great deal 
has been Prats A Meticulous atten- 
tion to details has been maintained. Op- 
erating groups have been guessing and 
reguessing those future imponderables of 
supply, demand, and price. Management 
personnel have thought a lot about their 
operations and know what their objectives 
are. They have a coordinated plan of ac- 
tion which they understand, and they be- 
lieve they know how to carry it out. 

Now the budgets are ready for final ac- 
ceptance by management and everyone 
heaves a sigh of relief. At this point, man- 
agement has carefully determined objec- 
tives and sound guides for measuring 
performance. Now management has its 
package of budgets, its blueprint for ac- 
tion. The more effective use it makes of 
these instruments, the more efficient its 
operations can become. 

Capital budgets, for example, become 
the basis for approving individual capital 
projects. While each project may be re- 
viewed prior to final authorization, it 1s 
presumed to be approved from the point 
of view of budgetary control if it is in- 
cluded in the capital budget. Any projects 
not included in the budget are automatt- 
cally rejected until they are presented to 
the Executive Committee and approved 
for inclusion in a revised budget. 

During the year reports are prepared at 
regular intervals on all capital projects, 
showing expenditures made or committed 

(Continued on page 245) 
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SPEAKERS HIGHLIGHT: 
CANADIAN AND FOREIGN 
ECONOMIC RELATIONS OF THE UNITED STATES 


Eastern Area Controller's Conference Meets in Washington, D. C. 


AS A NATURAL SEQUENCE to convening 
in the national capital, federal govern- 
ment policies, problems and procedures 
provided the major frame of reference 
for the 1961 Eastern Area Conference 
of Controllers Institute of America held 
at the Shoreham Hotel in Washing- 
ton, D. C., April 8-10. Topics included 
the trend to “big” government, conflict 
of interest, international balance of pay- 
ments, taxation, and economic relations 
between the United States and Canada. 
The Conference was sponsored by the 
District of Columbia Control. 


U.S.-CANADIAN RELATIONS 


The speaker on the last-named score 
was Maurice Schwarzmann, Minister- 
Counsellor (Economic), Canadian Em- 
bassy. Confirming that the two neigh- 
bors are each other’s best customers, he 
pointed out that Canada’s trade deficit 
with the United States has been running 
at the rate of $1 billion annually for 
many years. This deficit is covered, not 
by the outflow of gold and dollars, but 
by inflow of capital investment, mainly 
from the United States. 

“This investment has increased rap- 
idly,” Mr. Schwarzmann declared. “To- 
tal funds invested from abroad were at 
$8 billion in 1950 and at $20.6 billion 
last year. This has brought with it im- 
measurable benefits in the large-scaled 
development of Canadian resources, in 
the introduction of new techniques, and 
in developing industries and markets. 
At the same time, such large volume of 
investment has had some indirect ef- 
fects that are causing us concern. One 
has been to keep up the exchange rate 
of the Canadian dollar, thus making 
Canadian exports less competitive in 
world markets and stimulating in- 
creased imports into Canada. The ex- 
cessive premium on the Canadian dol- 
lar has contributed to unemployment. 

“Another indirect effect of the high 
rate of investment has been the increas- 
ing extent of nonresident control and 
ownership of Canadian industries. At 
the present time, external investors have 
a controlling interest in about 56 per 
cent of all Canadian industries, and in 
some sectors the percentage of such 
control is very much higher than this. 


We believe there is a case for greater 
Canadian participation in some of these 
industries and for greater scope and op- 
portunities being given to Canadian 
subsidiaries by the parent company. Our 
interest lies in expanding Canadian par- 
ticipation, wot in restricting participa- 
tion from outside.” 

Current economic trends in Canada 
have closely paralleled those in the 
United States, Mr. Schwarzmann added, 
and both countries have similar pro- 
grams designed to stimulate economic 
growth. Like her neighbor to the south, 
the Dominion is working for expansion 
of world trade and for improved ac- 





cess to all markets through removal of 
import restrictions and reduction of 
trade barriers. “Of course,” he observed 
in this connection, ‘we are particularly 
interested in expanding our exports to 
the U. S. market. We hope you will 
provide improved terms of access for 
sales, not only of raw materials, but 
also of semiprocessed and manufactured 
goods. It is in our common interest to 
ensure that Canada, which is your best 
customer, can reduce her deficit by in- 
creasing her sales and not by being 
forced to reduce her purchases.” 


EXPORTS AND ECONOMIC 
EXPANSION 


The relationship of economic growth 
and exports was emphasized and ex- 
plained by another speaker—J. L. Rob- 
ertson, member of the Board of Gov- 
ernors, Federal Reserve System. Since 
1958, he informed the members, the 
loss of gold and the increase in the 
country’s short-term liabilities to for- 
eigners has ranged from $3.5 billion to 
$3.8 billion. He compared the economic 
progress of the United States with that 












of Japan, to show how expanding im. 
ports improve a country’s ability to 
maintain the value of its currency and 
also keep its citizens employed. 

“From 1955, when these countries 
had already recovered from the wat, 
through 1960,” Governor Robertson te. 
ported, is pron exports more than 
doubled and German exports increased 
86 per cent, while U. S. exports rose less 
than 40 per cent. Had we increased our 
exports at the same rate as the Japanese 
during this period, we would have sold 
an additional $9.5 billion worth of 
goods abroad last year. 

“A leading Japanese bank has con. 
cluded that the drive to expand exports 
ranks with technological innovation as 
a potent stimulus to investment in plant 
and equipment. In Germany there has 
been an almost pathological emphasis 
On export promotion over the past dec- 
ade. This country, on the other hand, 
went through most of the 1950's with 
an entirely different attitude. During 
the early 1950's the entire emphasis was 
on finding ways to close the so-called 
‘dollar gap,’ and it was thought that 
the best way to do this was to encourage 
Americans to increase their purchases 
of foreign goods, spend more on for- 
eign travel, and invest more money 
abroad. Even in 1958, when we already 
had begun to run into balance of pay- 
ment difficulties, some people were still 
trying to devise ways and means of ex- 
porting more American capital, rather 
than American goods. I do not suppose 
it Occurred to anyone at the time that 
these policies were not conducive to a 
great increase in our own rate of eco- 
nomic growth. In retrospect, it appears 
that we were playing the part of the 
indolent hare while our foreign com- 
petitors were acting like souped-up tor- 
toises.” 

Gov. Robertson advocated setting an 
ambitious export target and then put- 
ting “‘all the steam we can generate” be- 
hind a drive to attain it. This, he said, 
would be a more effective way of 
tackling our balance of payments 
problem than tinkering with interest 
rates, invoking “buy American” policies 
in foreign aid, and smaller duty-free al- 
lowances. He also cautioned that we 
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must encourage the less-developed coun- 
tries of Asia, Africa and Latin America 
to expand their international trade. 
“Unless these less-developed coun- 
tries can develop along lines that will 
bring 4 substantial increase in exports,” 
the Federal Reserve official concluded, 
“they will not for long be able to main- 
tain rising levels of imports. This will 
make it difficult to attain the growth 
in world trade that is needed if we our- 
selves are to enjoy the kind of eco- 
nomic expansion everyone would like 
to see. Of course, this means that we 
will be expected to keep our own doors 
open to imports from the developing 
countries, including imports of manu- 
factured goods as well as raw materials.” 


HINDRANCES TO OVERSEAS 
OPERATION 

Leslie Mills, partner in the New York 
accounting firm of Price Waterhouse & 
Company, indicated at the same session 
that federal tax Jaws must be changed 
if large-scaled expansion of exports is 
desired. “Foreign operations,” he de- 
clared, “present a business area where 
the tax law seems to be diametrically 
opposed to the national interest. Any 
corporation engaged in foreign trade 
must have difficulty trying to work out 
its problems in reconciling the tax cli- 
mate with the broad policy statements 
—made at the very top level of our 
government—that the national interest 
requires expansion of our business 
abroad. American business is told that 
it must carry the flag to foreign coun- 
tries, but the Treasury Department and 
the Congress make it difficult to carry 
anything but the flag. 

“Published writings and statements 
by people of stature reflect the attitude 
that if American organizations conduct 
their business abroad in any manner 
which results in less than a maximum 
exposure to U. S. taxes on income 
earned abroad (whether or not avail- 
able in U. S. funds or remitted to the 
U. S.) then tax evasion is a primary 
motive. The most important result is 
that our businesses will be reluctant to 
go abroad, in the first place, and even 
more reluctant to expand already exist- 
ing Operations in the foreign field. 

“The most important need is to have 
the Federal Government recognize these 
problems and enforce a uniform policy. 
Surely the State Department can be 
made to realize that its announced pol- 
Iciés in the international field can be, 
and have been, frustrated by the provi- 
sions and administration of the tax laws. 
The Congress, when it considers State 
Department policy, should accept a sim- 
ilar responsibility. The function of the 
Internal Revenue Service to collect the 
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revenues should not be performed un- 
der a philosophy that dries up the 
source of revenues.” 


UBIQUITOUS “CONFLICT OF INTEREST” 


The session on conflict of interest was 
addressed by Marver H. Bernstein, pro- 
fessor of politics at Princeton Univer- 
sity, and Charles A. Horsky, partner in 
the Washington law firm of Covington 
& Burling. Both called attention to the 
archaic nature of the rules defining and 
dealing with the problem. As Prof. 
Bernstein expressed it, “conflict of in- 
terest regulation was founded on the 
assumption of a neat separation between 
government and private life, but this 
has simply ceased to exist. Purely gov- 
ernmental activity may be detected in 
certain isolated areas, but by far the 
greater area is one of shades of gray 
between what is purely governmental 
and what is purely private. Here is 
where the problem of conflicting inter- 
ests grows really severe today. 

“A striking characteristic of the con- 
temporary setting is the ubiquity of 
government in economic affairs. More 
and more persons, including govern- 
ment employes, find themselves with 
private investment interests. It becomes 
increasingly difficult to find appropri- 
ately monastic government employes 


whose entire economic past and future 
revolves around their government sal- 
aries.” 

The structure of government is partly 
responsible for the conflict of interest 
problem, the speaker pointed out, say- 
ing, “The combination of a civil service 
merit system and a revolving layer of 
political appointees loyal to the admin- 
istration in power has become an in- 
digenous and unique characteristic of 
the federal personnel system. In the 
main, the great body of civil servants is 
recruited at junior levels and promoted 
through the ranks in accordance with 
merit and opportunity. Executives who 
are appointed outside of the civil serv- 
ice and exercise important policy-mak- 
ing duties number about 1,100. They 
serve for a relatively short period and 
do not expect to make government a 
career. 

“As long as we employ a dual system 
of civil servants flanked at the top by 
transient political executives, problems 
of conflicting public and private inter- 
ests of government employes will re- 
main with us. It is not one that can be 
neatly solved and put away on a shelf, 
nor is it one that can be avoided. Rather 
it is one that American society must 
learn to live with on terms that are 
ethically acceptable.” 

(Continued on page 250) 
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* to The Homestead, Hot Springs, Virginia, June 29 through July 1, for the 1961 
North Central Conference of Controllers Institute. 


©The program—“Management Planning and Control—Keys to Profit Growth,” R. S. 
Laing, vice president-finance, National Cash Register Co.; “Organization Planning— 
Key to Effective Management Action,” Robert L. Hershey, vice president and member 
of executive committee, E. |. du Pont de Nemours & Co.; “The Economic Climate in 
1961-62,” Dr. Paul W. McCracken, University of Michigan’s School of Business Ad- 
ministration; “Impact of Scientific Developments on Technological Progress,” Dr. 
Stephen F. Malaker, president and chief executive officer, Malaker Laboratories, Inc.; 
“Capital Budgeting—A Look at the Present and the Future,” Dr. Harold Bierman, Jr., 
professor of accounting at Cornell University; and two concurrent technical sessions: Do 
Foreign Operations Have a Future?”, Dwight Hightower, senior partner of Baker, Mc- 
Kenzie & Hightower; and “Effective Tax Planning—Its Nature and Importance,” Leonard 
Raum, partner, Wenchel, Schulman & Manning... . .Sponsored by the Detroit Control. 
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New IRWIN Books: 


PRACTICAL 
CONTROLLERSHIP 


Revised Edition 
By 
DAVID R. ANDERSON, C.P.A. 
Controller, The Stanley Works 
and 
LEO A. SCHMIDT, C.P.A. 
University of Michigan 





This modernized edition of one of the 
most widely known and popular books 
in the field provides an indispensable 
guide to the functions, duties, and re- 
sponsibilities of the controller. The in- 
formation presented is practical, up-to- 
date, and authoritative, with thorough 
coverage of new developments and ad- 
vancements. $10.65 


DECISION MODELS 
FOR INVENTORY 
MANAGEMENT 


By ROBERT B. FETTER, Yale University, and 
WINSTON C. DALLECK, McKinsey & Co., Inc. 


A mathematical approach to the solution 
of inventory problems is presented in this 
new book. It provides up-to-date, practi- 
cal methods designed to analyze and solve 
problems in inventory management. $5.75 


ELECTRONIC 
DATA PROCESSING: 


An Introduction 
By E. W. MARTIN, JR., Indiana University 


A modern and lucid introduction to the 
principles and procedures of electronic 
data processing is provided in this new 
book. Useful and timely for executive de- 
velopment and industrial training pro- 
grams. $10.60 


RICHARD D. IRWIN, 
INC., Publishers 


HOMEWOOD, ILL.. 


Publishers of books for The Pension Re- 
search Council. Write for free descriptive 
brochure of Pension Research Council 
publications. 


ORDER FORM 
RICHARD D. IRWIN, INC., Homewood, II. 


Please send me the following books under 
your 10-day approval guarantee: 



































Name. 
Company 
Address. 
City Zone State 
O Bill OO Bill (0 Payment enclosed 
Company Personal (we pay postage) 
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Profit Control and Excess Capacity 


From a speech by W. S. Rothwell at the Paper Products 
Round Table Meeting at the 29th Annual Conference of 
Controllers Institute of America in San Francisco. Mr. 
Rothwell is vice president and treasurer of Abitibi Power 
& Paper Company, Limited, Toronto, Ontario, Canada. 


PROFIT CONTROL is an obvious manage- 
ment objective, provided the control is 


| exercised in such a manner as to maximize 











| long-term benefits to the company, as well 


as to its customers, its community, and the 
nation. But is it a possible objective? 

The expression seems to imply that 
profits can actually be controlled, whereas 
experience has taught us that they can 
only be protected or influenced either way 
by management action. It is really this 
protection or influencing which is meant 
when we speak of profit control. 

Some degree of surplus or excess ca- 
pacity is a normal state of affairs in most 
businesses. Customer needs fluctuate with 
seasons and changing economic condi- 
tions, and peaks in demand cannot be ac- 
commodated unless there is idle or surplus 
capacity when demand is below peak. 

If profit “control,” then, is an obvious 
business objective, and surplus or excess 
capacity is a normal state of affairs, what 
is sufficiently important about the two 
ideas in combination to make them a cur- 
rent topic for discussion? The answer lies, 
of course, in the two most recent economic 
downturns, which have brought many 
North American firms face to face, for 
the first time in their history, with an ex- 
cess capacity that is not “normal’’ or sea- 
sonal, but is rather a factor to be taken 
account of in planning beyond the day or 
the week or the month itself. 


A PRIME EXAMPLE 

The paper industry of North America 
is a prime example. For a period of ten 
years or so, beginning in 1946, several 
important sections of this industry op- 
erated with a complete lack of excess 
capacity. Then consumption in relation to 
capacity fell severely, with the result that 
the industry, or important parts of it, was 
faced with abnormal excess capacity which 
has continued to the present day. 

These circumstances were particularly 
pronounced in the Canadian newsprint 
industry, which operated at or above rated 
capacity for ten consecutive years. Capacity 
operation became a usual condition. This 
situation persisted despite an increase in 
capacity in North America of about 65 
per cent between 1946 and 1957, accom- 
plished, by the way, through the invest- 
ment of many millions of dollars. During 
this period, producers used every possible 
expedient to increase output. Newsprint 


was in continuous short supply. Although 
there is no known incident where a news. 
paper failed to publish because of the 
shortage, the threat was very real on many 
occasions. 

Suddenly, near the close of 1957, news. 
print consumption dropped off, and this— 
in conjunction with new capacity, installed 
and under construction—plunged the in- 
dustry into a situation where idle capacity 
became excessive and abnormal. 

The operating ratio of the Canadian 
industry in 1956 was 104 per cent of rated 
capacity. Commencing in late 1957 and 
continuing through 1959 the ratio was 
about 84 per cent. There was some im- 
provement in 1960, but the outlook stayed 
uncertain and a condition of abnormal 
excess capacity was expected to continue 
for several years to come. 


THE INDUSTRY 


The paper industry is big business with 
a wide variety of products, processes, and 
problems. The industry in Canada alone 
has an annual production valued in excess 
of $1.5 billion, of which two thirds is ex- 
ported. The industry in the United States 
is larger, but even so the U.S.A. is far 
from self-sufficient in its pulp and paper 
requirements. The industry is not without 
its troubles. High costs are squeezing 
earnings and world trade patterns are 
shifting. Competition is on the upswing. 

Each of us is responsible in our every- 
day lives for the consumption of a con- 
siderable quantity of paper. Because of 
daily contact and the promotion of com- 
petitive brands, we should be well aware 
of our use of such things as stationery, 
tissue papers, magazines, and newspapefs. 
We may not be quite so conscious of the 
enormous markets in packaging, labelling, 
greeting cards, milk bottles, cartons, and 
so on. We may not be conscious at all of 
the use of paper in the electronics indus- 
try, in the manufacture of electric cables, 
and in roofing shingles or of the use of 
pulp products in automobiles. The list of 
end-uses of pulp and ay products 1s 
constantly expanding and growing. For 
example, the use of clothing made from 
paper is still in its infancy. 

There are thousands of different kinds 
of paper, each produced for a particular 
end-use, but newsprint is the largest vol- 

(Continued on page 236) 
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It’s one thing to deliver a fleet of Convair 880 Jets to Delta Ai; Thr 
: Lines in Atlanta, Georgia. Quite another to provide daily mainte. 


nance and parts information from your West Coast headquarters! 





Maintenance questions and the answers have to speed back and 





instantaneous : ig 

: , b forth in a matter of seconds between Convair’s San Diego plant 
communications etween and their representatives assigned to Delta’s maintenance facility 
the Convair Division of in Atlanta. 


General Dynamics and Delta A Western Union Private Wire System performs this key com. 
munications job—and many others—for more than 75 Genera] 
Dynamics locations. Each month, 45,000 written messages flash 
over 15,000 miles of private wire. And each message gets through 
quickly—accurately—economically. 





General Dynamics can add customers and suppliers to this flexible 

private wire system in special situations when direct, instantaneous, 

S QO i ; | TI QO N @ two-way communications are required for extended periods of time, a 
@ Your company —like General Dynamics—can save both time and vst 

money and improve communications with a Western Union Private J Repl 
words 














a Western Union Wire System, one specifically designed to fit your company’s needs. | ically 
: > For all the facts, without obligation, wire collect to: Wester 
P rivate Wir eS System Union, Private Wire Division, New York, New York. W 
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Maintenance service. Convair representatives 





in Atlanta tape requests for information to San 
Diego on High-Speed Duplex System, which 
permits simultaneous sending and receiving. 
Replies speed back in writing at rate of 75 
words per minute. Every message automat- 
ically numbered—no chance of loss or error. 


e 





Administration. Any two—or ali General 
Dynamics offices—can now communicate in 
seconds—in writing. Special equipment per- 
mits push-button selection of offices or master- 
sending to all offices at once. Result: simul- 
taneous transmission of messages to any 
combination of stations in the system. 





Three of the many ways General Dynamics uses its Western Union Private Wire System 


5 are: oy 





Out-of-company communications. Private 





wires are used to communicate with other firms 
at low cost and with greater efficiency. Mes- 
sages speed to the General Dynamics refile 
location nearest final destination, then are 
switched to the regular Western Union Tele- 
graph System for delivery to addressee. 


WESTERN UNION...first in Private Wire Systems 

















Profit Control (Cont. from p. 232) 


ume product. World newsprint capacity, 
which is constantly growing, exceeds 16 
million tons. More than half of this ca- 
pacity is in North America, with about 
three quarters of it in Canada. Newsprint 
is a duty-free commodity in North Amer- 
ica and throughout most of the world. 
Over 70 per cent of U. S. requirements 
are supplied from Canada. 

From the experience of the newsprint 
industry in the past three years, what steps 
should company management take to 
maintain or protect profit when faced 
rather suddenly with serious excess ca- 
pacity ? 

A first and natural reaction is to stir up 
the sales department to greater effort and 


increased sales. This may be a difficult, 
perhaps impossible, assignment in the face 
of changed market conditions. The prob- 
ability is that all producers will intensify 
their sales efforts at the same time. Be- 
cause of contracts and customer loyalties 
or for other reasons, the distribution of 
existing business among producers is not 
likely to change on short notice, and some 
form of rough justice may be expected to 
prevail for a period of time. 

It is sometimes possible to develop new 
business in other markets. This happened 
to a degree with Canadian newsprint 
when the slump came in North America. 
Canada increased shipments to Europe 
and elsewhere because usage overseas did 
not decline in proportion to usage in 
America and in some markets the long- 





ON LOWER 


No matter how you now handle 
your paper work, this inde- 
pendent data-processing and 
computer service can help you 
cut clerical costs. 


If You Don’t Have Tabulat- F 
ing Equipment, STATISTI- & 
CAL can do the entire job for 
you, processing your reports on 
a low-cost, as-used basis. This 


gives you the benefits of the latest automatic 
methods without investing in new equipment. 


If You Plan To Install Data-Processing 
Equipment, STATISTICAL can help you de- 
velop, test and apply procedures to fit your ,<-» 
needs before major investments are made. Our 
Task Force service can furnish cost-cutting crews 
of temporary workers to help out during the 


initial conversion period. 


If You Have a Tabulating Department, you 
can call on STATISTICAL for help around the 
clock, 7 days a week—on overloads, special 
assignments and other needs. This includes com- 
puter service to supplement your conventional 


equipment for added savings. 











Ask For Literature 
Covering These Services 


* Computer Service 

* Sales Analysis 

* Inventories 

* Spares Provisioning 

* Accounts Receivable 

ter and Payable 

Qe General Accounting 

* Production Planning 

* Payroll 

* Insurance Agency 
Accounting 

* Association Statistics 

* Market Research 
Tabulations 

* Clerical and Task 
Force Services 











stc Oldest and largest Independent Data-Processing 
Service Bureau ... Established 1933 


STATISTICAL TABULATING CORPORATION 


NATIONAL HEADQUARTERS: 104 South Michigan Avenue, Chicago 3, Illinois 


CHICAGO «+ NEW YORK « ST. LOUIS + NEWARK « 


CLEVELAND + LOS ANGELES «+ VAN NUYS « KANSAS CITY 


SAN FRANCISCO « PALO ALTO « SAN JOSE « MILWAUKEE « PHILADELPHIA « DALLAS 


COMPUTER CENTERS IN NEW YORK + CHICAGO + LOS ANGELES 
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term growth trends continued uninter. 
rupted. 

A time of reduced volume in estab. 
lished lines is an excellent time to intro. 
duce new products if you have them on 
the shelf or close to the marketing stage, 
However, as we all know, the time and 
effort required to develop and prove-up a 
new product is such that it is plainly im- 
possible to increase volume through new 
product introduction unless research and 
development efforts have been maintained 
without lag during the period of capacity 
operation. 

Owing to manufacturing limitations or 
customs definitions and for other reasons, 
new product development has not been 
a factor in newsprint markets of the past 
three years. 


RECOMMENDED SOLUTION 


To protect profits under circumstances 
such as occurred in the newsprint indus- 
try, the following five steps (apart en- 
tirely from the subject of sales effort) 
seem to be of particular importance: 


1. Re-appraise and re-determine com- 
pany objectives for both short and long- 
term operations ; 

2. Establish new priorities to accom- 
modate existing conditions ; 

3. Review manufacturing operations for 
possible savings in cost; 

4. Take a fresh look at the expense 
budget and establish a policy appropriate 
to existing circumstances ; and 

5. Make the most of surplus funds. 


It may be said, and properly, that a 
well-managed company should have been 
doing these things all along. While this 
is so, under changed conditions the out- 
come is likely to be different, and delay in 
making a renewed effort can be costly. 

To maintain earnings may be an im- 
possible target, as indeed it was in the 
newsprint industry. The objective of these 
five steps, and of other remedies which 
may be appropriate to particular circum- 
stances, is to protect or maintain earnings 
to the maximum possible extent in light 
of the probable duration of the business 
difficulty and a company’s continuing and 
future business requirements. 


CAPITAL EXPENDITURES 


As an example of what might occur 
from a fresh look at objectives and prior- 
ities, consider the change that should take 
place in company philosophy as it relates 
to capital expenditures. 

(Continued on page 238) 











SPACE PLANNERS 
INTERIOR DESIGNERS 
Expert Space 


Planning Means r 
Efficient and Ss 
Economical @ INC. 
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NOW! A LOW-COST WAY TO AUTOMATE MANAGEMENT CONTROLS 





KEYSORT® DATA PROCESSING 


Fast, accurate management controls are at your finger- 
tips with low-cost Keysort Data Processing. 

Keysort Data Processing is being used by hundreds of 
businesses for fast reports on inventory, order and sales 
analysis, job and labor costing, and other vital data in 
every phase of management control. 


Fits any size plant 
Keysort has many advantages. No restrictive proce- 
dures; minimum training, great economy, simplicity of 
installation and operation. In fact, Keysort is the only 
automated data processing system flexible enough to 
fit your business as it stands and as it grows. And at a 
cost well within your company’s budget. 


Cuts clerical work. 
With Keysort you use easy-to-handle punched cards— 


mechanically created for rapid sorting and classifica- 
tion. Figures are automatically tabulated, results sum- 
marized direct to reports, giving you the meaningful 
on-time information you need for complete control of 
your business and profits. 


Ask us for case histories 


Your Royal McBee Data Processing Systems Repre- 
sentative has had a wealth of experience in solving 
management control problems. Working with you, with 
your systems and procedure experts, he can offer help- 
ful advice about a low-cost Keysort system tailored to 
your individual requirements. Call him, or write us at 
Port Chester, N. Y.—indicating the applications in which 
you are interested—and we will be happy to supply you 
with case histories from our files. 


ROYAL MCBEE corporation 


NEW CONCEPTS IN PRACTICAL OFFICE AUTOMATION 
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Profit Control (cons. from p. 236) 


The competition for capital-expendi- 
ture funds in most companies is not much 
different at capacity or below, but at ca- 
pacity the competition is inevitably won 
by projects which increase output. When 
operations fall below capacity a different 
philosophy should be adopted. The return 
from increased capacity is nonexistent. 
Quality improvement and cost-reduction 
expenditures should now receive top 
priority. 

The indicated return from quality-im- 
provement expenditures may be low, un- 
certain, or even negative but, even so, 
quality improvement must be a first ob- 
jective when operations are on the down- 
trend. When a commodity is in short 
supply, quality tends to suffer or attain- 
able improvements are postponed. When 
a commodity is in free supply, minor 
quality imperfections formerly overlooked 
by producer and consumer alike, if such 
there be, may very quickly become a seri- 
ous marketing handicap. 

A change in capital-expenditure empha- 
sis from expansion projects to cost-reduc- 
tion projects is an obvious consequence of 
the shift from capacity to less-than-capac- 
ity operations. Chances are that cost-re- 
duction projects did not qualify for the 
highest priority when operations were at 
capacity, and a backlog of such projects 
should be on hand awaiting approval. 


THE FIRST’S FAIR LADY 


* To honor Frank S. Capon as first Canadian pres- 
ident of Controllers Institute, the Montreal Con- 
trol organized a special meeting on March 15, 
1961. Featured guests of the meeting included 
charter members and past presidents of the Con- 
trol as well as Burdette A. Johnson, vice president 
of the Northeastern Area; Eric L. Hamilton, vice 
president of Controllers Institute Research Foun- 
dation; and Paul Haase, CIA managing director. 

One of the surprises of the evening was the 
presentation of a portrait-size photograph of 


INVENTORY CONTROL 


Inventory control, which cannot profit- 
ably be ignored at any time, becomes of 
particular importance when operations fall 
below capacity. 

At capacity it is of paramount impor- 
tance that possible shortages of raw ma- 
terials and supplies must not interfere 
with production. This outlook tends to be 
reflected in large raw-material reserves 
and high re-order points that guarantee 
continued production under any condi- 
tion short of absolute catastrophe. The 
result is a substantial inventory investment. 

When operations are below capacity, 
the safeguarding of production through 
large inventories is nowhere near as nec- 
essary or desirable. The penalty for tem- 
porary shutdown may be slight rather than 
serious. Replenishment and delivery haz- 
ards, previously of serious consequence, 
no longer justify protection. 

The opportunity for inventory reduc- 
tion may be greater in a company making 
the same product in more than one plant 
because the penalty for temporary shut- 
down at any single plant may be only an 
unfavorable freight differential. 

Inventory control is of more than usual 
significance in the paper industry. For ex- 
ample, because operations at Abitibi are 
in the North and are planned to take full 
advantage of all four seasons, we have 
a time-lag of up to 18 months between 
cutting of pulpwood and its conversion 


Mrs. Capon. Shown to the left is J. M. McGillis, 
a past president of the Montreal Control, making 
the presentation to President Capon. At the 1960 
Annual Conference in San Francisco, October 
23-26, Mr. Capon received a portrait of himself 
which had been done by Mrs. Helen Yoder, wife 
of Roger A. Yoder, chairman of the Board, Con- 
trollers Institute. The .frame of the portrait-photo- 
graph was selected to match, in size as well 
as style, the frame of the oil done by Mrs. Yoder. 

Charter members of the Montreal Control present 
at the meeting were: (left to right seated) Eric 
L. Hamilton, vice president, Canadian Indus- 


into paper. As a consequence our invest. 
ment in h ge einen in all stages of produc. 
tion and delivery is substantial. When 
newsprint demand slackened we promptly 
and carefully re-assessed pulpwood te. 
quirements. Through close control of pro- 
duction and deliveries, we released several 
million dollars from pulpwood inventories 
in a minimum period of time. 


MANUFACTURING COSTS 


When a manufacturing plant scales 
down its volume it is a certainty that dis. 
tribution of fixed expenses will contribute 
to higher unit costs. On the other hand, 
all costs are not ‘‘fixed’” and a reduction 
in volume may offer opportunities for cost 
control not available at capacity level. 

Capacity or higher-than-capacity opera- 
tion may have resulted in manufacturing 
plans and policies that are no longer justi- 
fied, and these should receive prompt at- 
tention. Also, in a multiplant company, 
there are factors such as incremental re- 
turn, transportation costs, and variances in 
raw material prices which make it more 
economic to absorb downtime at one loca- 
tion rather than another. 

Elimination of overtime paid for at 
premium rates is an obvious way to re- 
duce costs. In the newsprint industry of 
Eastern Canada the normal work week is 
six days; Sunday work is paid for at a 
premium, as is the work of all hourly 
employes in excess of 40 hours per week. 

(Continued on page 260) 





tries Limited; President Capon, vice president, 
Du Pont of Canada Limited; and James T. Black, 
comptroller and assistant treasurer, Molson’s 
Brewery Limited. (Standing left to right) John 
M. McGillis, treasurer, Molson’s Brewery Lim- 
ited; P. Drummond Wilson, vice president and sec- 
retary, Aluminum Securities Limited; Kenneth 
M. Place, treasurer, Du Pont of Canada Limited; 
Alexander Archibald, vice president and _secre- 
tary, Cockfield, Brown & Company Limited; and 
A. Spier Keiller, general auditor, the Sherwin- 
Williams Company of Canada Limited. 
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“Men in Data Processing,” No. 2 of a series 

























11” 214” print, suitable for framing, 
available upon request. 


Setting up for another report . . . men in data processing rely on 


MAC Panel products to help run the report and complete it on time. 


A DIVISION OF ADAMS-MILLIS CORPORATION 


MAC PANEL COMPANY, High Point, North Carolina 


ed States, in Canada, Latin America and Europe Exar ranee) 


Representatives throughout the Unit 
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PROFIT PLANNING FOR 
MANAGEMENT* 


By Ronello B. Lewis 


Following up two well-received studies 
on Accounting Reports for Management 
(Prentice-Hall, 1957) and Financial Anal- 
ysis for Management (Prentice-Hall, 
1959), the author has now turned his at- 
tention to stimulating profits—making of 
profits, in the words of the book’s blurb- 
writer, almost ‘‘a foregone conclusion’ — 
through intelligent planning. 

Mr. Lewis has not limited his book to 
the coverage of mere budgeting; rather, 
he has given the greatest emphasis to the 
control follow-up and profitable correc- 
tive action that occur long after the budg- 
eting process has been completed. Toward 
this end, he has built his book around a 
single continuing example of a control 
complex embracing long-range five-year 
plans, intermediate revisions called “key 
budgets,”” and short-term control budgets 
for the month at hand. By the lavish use 
of illustrative exhibits as well as through 
a clearly organized text, he has produced 
a book that is as easy to grasp as it is 
thorough. 


* Published by Prentice-Hall, Inc., Engle- 
wood Cliffs, N. J. $19.50. 


PROGRESS IN OPERATIONS 
RESEARCH: VOLUME I* 


Edited by Russell L. Ackoff 


This book inaugurates a series of re- 
view volumes which will inventory mathe- 
matical techniques and research methods 
available to operations researchers. These 
review volumes are designed to serve as 
basic reference works to which OR prac- 
titioners or students may turn for reliable, 
up-to-date information on major OR tech- 
niques. The articles to be included in the 
various volumes will be contributed, upon 
editorial invitation, by leading experts in 
the field. 

The primary emphasis of Volume I is 
on technical progress (i.e., the develop- 
ment of modelling techniques and their 
application to problem-solving) in eight 





SOU CRIMI. . 5 5s we eases 


important areas of OR: Inventory Theory, 
Linear Programming, Queuing Theory, 
Sequencing Theory, Replacement Theory, 
Simulation, and Gaming. For each of 
these areas the volume contains a chapter 
which evaluates the current “state of the 
art,” surveys important applications, and 
discusses deficiencies and unsolved prob- 
lems. In addition to these chapters dealing 
with technical progress, there is an ar- 
ticle on Decision and Value Theory. 
Moreover, in both the first and the last 
chapter, recent progress in OR on other 
than the technical level is reviewed and 
discussed. A selected bibliography is ap- 
pended to each chapter in the book. 


* Published by John Wiley & Sons, Inc., 440 
Park Avenue South, New York 16, N. Y. $11.50. 


MANAGEMENT ORGANIZATION 
AND THE COMPUTER* 


Ed. by George P. Schultz 
and Thomas Whisler 


Published under the auspices of the 
University of Chicago Graduate School of 
Business, this book represents the pro- 
ceedings of a seminar co-sponsored by the 
University and the McKinsey Foundation. 
To it, executives of five companies (four 
corporate giants and one smaller firm) 
have contributed discussions of what the 
introduction of computers meant to their 
organizations. 

Taken together, the articles are de- 
signed to throw light on computer-derived 
management problems connected with new 
kinds and amounts of information avail- 
able, new controls dictated, new channels 
of communication, and resulting shifts in 
the responsibility for decision-making. 





* Published by the Free Press of Glencoe, 
Illinois. $7.50. 


MODERN PRODUCTION 
MANAGEMENT* 


By Elwood S. Buffa 


Modern production management has 
developed at too rapid a rate for the cur- 
rent literature to have completely kept 





pace with the many recent changes in con- 
cepts. Professor Buffa’s object in this book 
is to remedy the deficiency by integrating 
much of the new analytical material from 
operations research, Management science 
and industrial engineering into the tradi. 
tional methods. He has tried to assimilate 
new techniques into the context of old 
base points, so that his presentation might 
offer a balance between the old and the 
new. 

Modern Production Management deals 
with the methods of analysis, and the de- 
sign and operation of production systems. 
The author's broad definition of produc. 
tion—simply “the process by which goods 
and services are created” —includes fac- 
tories, offices, banks, retail stores, hospi- 
tals, and supermarkets as production sys- 
tems. 


* Published by John Wiley & Sons, Inc., 440 
Park Avenue South, New York 16, N. Y. $10.25. 


PRACTICAL CONTROLLERSHIP* 
(Revised Edition) 


By David R. Anderson 
and Leo A. Schmidt 


The first edition of this basic text was 
the subject of a lengthy and laudatory 
review in the pages of THE CONTROLLER 
for August 1947. The authors of the book 
—one a practicing controller and the other 
an experienced teacher—were considered 
to have given definite answers to the ques- 
tions: What is a controller? What is his 
contribution to business management? 
How does he operate? What tools does he 
user 

Now an entirely updated and revised 
edition includes new material on forward 
planning, an added chapter on more spe- 
cific approaches to the solution of prac- 
tical controllership problems, and an ex- 
panded list of cases. 





* Published by Richard D. 
Homewood, Illinots. $10.65. 


Irwin, Inc., 


RESPONSIBILITY REPORTING* 
Edited by Kenneth S. Axelson 


One of the modern accounting ne 
which have led to ever-increasing empha- 
sis on planning and control is that of re- 
sponsibility reporting—the concept which 
has as its objective the identification of 
results with the executive responsible for 
producing those results. In this manual, 
which was originally prepared for use as 
a reference text in an American Manage- 
ment Association seminar on the subject, 
some 20-odd accountants and financial 
men describe and analyze the concept as it 
has been worked out in theory and practice. 





* Published by Peat, Marwick, Mitchell & 
Co., 70 Pine Street, New York 5, N. Y. Gratis. 
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DIEBOLD POWER SHELF FILES 
REDUCE FILING SPACE 
REQUIREMENTS 507! 


YOU SAVE space, time and money with DIEBOLD 


POWER SHELF FILES! 


DIEBOLD 


INCORPORATED 
CANTON 2, OHIO 


IN CANADA: DIEBOLD OF CANADA, LTD., TORONTO 


Today’s high costs per square foot of office 
Space dramatize the need for making most 
productive use of floor space you have. That’s 
exactly what you can do with Diebold Power 
Shelf Filing. With a Diebold Power Shelf File, 
you can file the contents of seven 4-drawer files 
in 50% less floor space... 
boost filing efficiency at the same time, thanks 
to push-button operation! 


Each shelf in the Power 
Shelf File has push- 
button control; a touch 
of the button brings 
required records to 
reference level swiftly, 
silently, electrically! 


g No bottom shelf to 
stoop for . . . no top 
shelf to stretch and 
strain for! Every shelf 
is brought to ideal 
working height! 





Diebold, Incorporated, Canton 2, Ohio 


Gentlemen: 


Company 


Address______ 


2 
» 
| 
® 


City. 


5 
| 
! 
| 
Power Shelf Filing, without obligation. | 
I 
| 
1 
! 
| 


can significantly 


You use the vertical 
dimension of your office 
space with Diebold 
Power Shelf File. . . 
you use all the space 
you’re paying for and 
use it more efficiently! 





Dept. B-38 


Please send me your illustrated catalog on Diebold 
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New 
Directors 


Elected to 
Serve on 





EDWARD M. BLANCHARD CHARLES J. J. COX FRED J. DONAGHY 











: T 
CIA Board In 
JAMES J. DOYLE KENNETH W. HILL W. B. MORROW “ 

0 
is F 
uret 
CONTROLLERS INSTITUTE OF AMERICA first 
has chosen 14 of its members from as in fi 
many regions of the United States and i 
Canada to serve on its board of direc- ai 
tors. They were elected at the organiza- pres 
tion’s Eastern Area Conference held in troll 

Washington, D. C. on April 6-9. 
The new directors include Edward 

M. Blanchard, treasurer, Arcos Corpora- N 
tion, Philadelphia; Charles J. J. Cox, at t 
controller and assistant treasurer, West- ; mee 
ern Air Lines, Inc., Los Angeles; Fred LAWRENCE H. PEXTON WILLIAM R. PHELAN Kin 
J. Donaghy, vice president and treas- pres 
urer, Durizon Company, Inc., Dayton; Sh 
James J. Doyle, director of finance, The are: 
Port of New York Authority, New Hul 
York; Kenneth W. Hill, controller, Wil 
Meredith Publishing Company, Des J. 1 
Moines; W. B. Morrow, assistant secre- 
Wve 


tary-treasurer, Hyster Company, Port- 
land, Ore.; Lawrence H. Pexton, treas- 
urer, General Radio Company, West 
Concord, Mass.; William R. Phelan, 
vice president-treasurer, United States 
Fidelity & Guaranty Co., Baltimore. 
Also Joseph J. Schofield, vice presi- JOSEPH J. SCHOFIELD WALTER A. SMITH J. ROBERT SPANGLER 
dent and controller, Dura Corporation, 
Oak Park, Mich.; Walter A. Smith, ex- 
ecutive vice president, Formica Corpo- 
ration, Cincinnati; J. Robert Spangler, 
secretary-treasurer, the Mountain States 
Telephone & Telegraph Company, Den- 
ver; J. A. Ross, vice president and 
treasurer, Shell Oil Company of Can- 
ada, Ltd., Toronto; Carl J. Thomsen, 
vice president-control and __ finance, 
Texas Instruments Incorporated, Dallas, 
and George Williamson, vice president 
and secretary-treasurer, H. W. Lay & 

















Company, Inc., Chamblee, Ga. J. A. ROSS CARL J. THOMSEN GEORGE WILLIAMSON 
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(ABOVE) 

The Carolinas Control of Controllers 
Institute, the 54th, received its charter 
from Frank S. Capon (right), president 
of CIA on April 4. Receiving the charter 
is Richmond R. Roberts (center), treas- 
urer, Fieldcrest Mills, Inc., Spray, N. C., 
first president of the Control. Taking part 
in the presentation is Steve Bomar (/eft), 
senior vice president and secretary-treas- 
urer, Trust Company of Georgia, and vice 
president of the Southern Area of Con- 
trollers Institute. 


(TOP RIGHT) 

New officers of the Carolinas Control 
at the time of their election at the first 
meeting. Seated (left to right) are: H. Y. 
Kinard, vice president; R. R. Roberts, 
president; President Capon; and Robert 
§. Bell, director. Standing (left to right) 
are: J. Roy Lawing, secretary; Everett L. 
Hull, treasurer; J. E. Burges, director; 
William Butler, vice president; Edward 
J. Mack, director; Willard J. Graham, 
director; and Julian Black, assistant treas- 
urer. 

(BELOW) 

William C. Thompson, Dixie Oil Com- 
pany, Inc. (/eft), has a special interest in 
the inaugural meeting because it represents 
the third Control of which he has been a 
charter member—first, Hamilton Control, 
then Toronto Control, and now the Caro- 
linas Control. With Mr. Thompson (right) 
is Hugh W. Fraser, general vice president, 
Citizens and Southern National Bank and 
president of the Atlanta Control who at- 
tended the first meeting as a guest. 
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ln LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 











Detroit, Mich. 
(CENTER 

At the anniversary dinner meeting of 
the Detroit Control of Controllers Insti- 
tute, held March 27, charter members 
looked back 25 years to their first meeting. 
Charter members (/eft to right) shown 
with Eldred Scott (center), current presi- 
dent of the Control, are James Beresford, 


7 COMIROUER.............. 


Arthur Liska, Alvin Kropf and Walter 
Gerick. 


LOWER RIGHT) 

Honored guests at the celebration shown 
with Control President Scott (/eft) were 
George Schwarz, past president of the 
Institute; Frank $. Capon, 1961 CIA 
president; Roger A. Yoder, chairman of 
the CIA Board of Directors. 


hee tee eee ee 
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1} THE CONTROLLER CAMERA 


(TOP LEFT) 

Shown addressing the members of Con- 
trollers Institute at the opening technical 
session of the 1961 Southern Conference 
is Dr. James C. Dolley, vice chancellor 
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for fiscal affairs, University of Texas. 
Seated at the speakers’ table are (left) 
C. Milton Allen, president of the Houston 
Control who presided at the session and 
(center) J. Ralph Mulvey, a retired mem- 
ber of the Houston Control who acted as 
invocator. 


COVERS A CONFERENCE 


(TOP RIGHT) 

William H. Harrison, Jr. (left), con- 
troller, Texas Electric Service Company, 
Fort Worth, and president of the Dallas 
Control, introduces one of the featured 
speakers, Thomas G. Higgins, senior part- 
ner, Arthur Young and Company, New 
York, whose subject was “Ethical Prob- 
lems Pertaining to Conflict of Interest.” 


Nobody Here But Ws Texans! 


(LOWER LEFT) 

Ready to greet the members of Con- 
trollers Institute at the opening reception 
at the 1961 Southern Conference were 
these six controller-type cowboys: (eft to 
right) James L. Peirce, vice president-fi- 
nance, A. B. Dick Co., Chicago, past pres- 
ident of the Institute; Dudley E. Browne, 
vice president-finance, Lockheed Aircraft 
Corporation, Burbank, Calif., past presi- 
dent of the Institute; Steve H. Bomar, 
senior vice president and secretary-treas- 
urer, Trust Company of Georgia, Atlanta, 
Southern Area vice president; C. Milton 
Allen, controller and assistant secretary, 
Trunkline Gas Company, Houston, presi- 
dent of the Houston Control; W. Duke 
Walser, vice president, Tennessee Gas 
Transmission Company, general chairman, 
1961 Southern Conference; and Paul 
Haase, managing director of Controllers 
Institute. The headgear worn by cowboys 
Peirce, Browne, and Haase is guaranteed 
to be authentic as each man received it at 
a special presentation, when the 1958 
Southern Conference was held in Dallas. 
Don’t miss those authentic heeled boots 
on member Walser, either! 
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Management Use of 
Budgetary Controls 


(Continued from page 228) 


and actual progress achieved. Both prog- 
ress and costs are reviewed in relation to 
the plans supporting the budget, and any 
significant variations are carefully analyzed 
in cooperation with operating manage- 
ment. 

If the project is proceeding too rapidly, 
can we save money by slowing it down? 

If it is proceeding too slowly, what is 
required to get it back on schedule? 

If the cost is too low, have we left out 
or forgotten anything? 

If it is too high, where have we gone 
overboard ? 

What is required to get it back in line 
or must we go to the Executive Commit- 
tee for approval of an overexpenditure? 

Through constant use during the pe- 
riod which it covers, the capital budget 
shows us where we are, helps keep us on 
the beam and makes us aware of signifi- 
cant variations from our objectives which 
may call for review and action at top 
level. 


VARIATIONS FROM THE BUDGET 


Income budgets are used in much the 
same manner. The chief difference is that 
the factors involved are much more nu- 
merous and complex. While this makes 
analysis more difficult, it also provides 
opportunities for imagination and crea- 
tive thinking in solving problems that 
arise. 

Any significant variations from the 
budget are carefully analyzed and broken 
down into detailed areas of variance: 


If the prices are too low or too high, 
have our own actions been partially re- 
sponsible or has some new situation de- 
veloped which is completely beyond our 
control ? 

If the volume level of operation or the 
change in the product mix 1s significant, is 
this caused by the Marketing Department 
not adhering to its plans or has the Manu- 
facturing Department caused the variance 
by its own actions ? 

If we are earning less than expected, 
hould we try to get back in line by 
increasing volume, changing product mix, 
deferring certain costs, or, perhaps, cur- 
taling some projects? 


The possibilities here are enormous, and 
often the appropriate remedies will affect 
the operations of several departments and 
require extensive coordination. 





A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
Park Building Yonkers, N. Y. 
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And what about the cash budget? 

Variations between budget and _per- 
formance both in the capital and operat- 
ing budgets are immediately reflected in 
cash position. Often the cash position is 
the first positive indication of significant 
variations in the capital and operating 
areas. But it may not always be possible 
to make the proper adjustments promptly. 
So management must also be alert to the 
corrective financial means available. 

In pondering all these considerations, 
management must decide whether the 
original objectives can be achieved and if 
so, whether they should be met under these 
changed circumstances. 

The failure to meet income objectives 
may be accepted or it may cause retrench- 
ment in other areas of operation. Earning 
more than anticipated may permit initia- 
tion of new projects formerly considered 
impossible. But the important thing is 
that all segments of management know 
where they are and can make intelligent 
decisions to achieve their objectives. 


AN ESSENTIAL FOR SURVIVAL 


In the complex of social and economic 
activity that is currently with us, man- 
agement must seize every opportunity to 
exercise its vision and imagination, and 
consummate its activities with skill, re- 
sourcefulness, and determination. This can 


only be accomplished through the full use 
of all the talents available to it. It is the 
writer's firm conviction that the positive 
and effective use of budgetary control is 
absolutely essential for survival in the 
tough, competitive climate in which we 
live. 


Mr. Jones delivered the foregoing re- 
marks in a speech before the Beaumont, 
Texas, chapter of the National Office 
Management Association on January 26, 
1961. 





ASSISTANT CONTROLLER 


A major electronics company offers 
an outstanding opportunity to an 
individual with adequate experience 
to assist controller in operating the 
Corporate Controller’s Division of 
a multi-division decentralized com- 
pany with headquarters in the mid- 
west. Experience in the industry or 
similar industry helpful. Please sub- 
mit detailed resume stating experi- 
ence, education, etc. and salary 
requirement. 


Box D2506 
THE CONTROLLER 
Two Park Ave., New York 16, N. Y. 














No, we don’t mean Ivory Soap. 


because of “‘float’’. 


be others, too. 


purposes... 


coast... 





It Floats... 


We mean the working deposit a broker may carry with a banker. Any 
given amount of money that can multiply itself dozens of times over 


Good business for bankers? Of course. And good reason why they 
direct most of their brokerage business to depositors. But there could 


For example, here at Merrill Lynch, we've geared ourselves to provide 
the finest service for banks we think you can find — almost anywhere. 


We can supply current quotes, specific security prices for almost any 
date in the past—or complete portfolio evaluations for estate 


We take legal transfers completely off your hands... 

We furnish a wealth of reports on business in general—on individual 
industries and companies—on stocks, bonds, and commodities . . . 
We can fill in your representatives on local business developments 
in thousands of communities through our 130 offices from coast-to- 


For more details on these services—or any other particular facilities 
we may be able to place at your disposal—we’ll be pleased to arrange 
for a conference—at your convenience. 

Simply contact us in confidence, by writing to — 


ALLAN D. GULLIVER, Vice President 
Bank Relations Department 


Merrill Lynch, Pierce, Fenner & Smith Inc. 


Members N. Y. Stock Exchange and other principal Stock and Commodity Exchanges 
70 PINE STREET, NEW YORK 5, N. Y. 
142 offices in U.S., Canada and abroad 


Total assets in excess of $600,000,000 
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New Eligibility Requirements 
and a New Name Recommended 
for Controllers Institute of America 


A THE RESULT of a study undertaken 
more than a year and a half ago, the 
Planning Committee of Controllers In- 
stitute has now made its report to the 
Board of Directors on broadening the In- 
stitute’s membership requirements. The 
Committee's recommendations were ac- 
cepted by the Board and are expected to 
be put to a vote of Institute members at 
the next annual conference. 

The specific question with which the 
Committee concerned itself was whether 
or not the membership-admissions require- 
ments of the Institute should be extended 
to include corporate financial officers who 
are responsible for financial policy but not 
for the controllership functions. 

The Committee oe that at present, 
although much of the material —— 
in the Institute’s conferences and publica- 
tions is of direct interest to sso 
(rather than planning and control) ex- 
ecutives, there is no conscious effort on 
the part of the Institute to serve this field. 
According to the report: 

“It is apparent that many treasurers are 
actively seeking a flow of ideas in the field 
of finance comparable to that being pro- 
vided by the Institute in the field of plan- 
ning and control. We feel that it is quite 
possible for this demand to eventuate in a 
separate organization of treasurers, and 
some such groups have already come into 
being locally. Although this is not of it- 
self a reason for our taking any particular 
action, it is a part of the current atmos- 
phere which cannot be ignored. 


“A great many corporate treasurers are 
already members of the Institute, and to 
have the interests of financial executives 
represented by two or more overlapping 
and competing organizations would not 
be in their best interest. On the other 
hand, interchange of ideas between con- 
trollers and treasurers within the frame- 
work of the Institute offers positive and 
important advantages. 

“In addition to these facts, many of 
our members have in recent years moved 
from the practice of controllership in their 
companies to executive posts of broad fi- 








* The president of Controllers Institute, Frank S. 
Capon, vice president of Du Pont of Canada 
Limited, brought the Planning Committee’s re- 
port to the attention of the members attending 
the Southern Conference recently held in Texas. 
Shown to the right of President Capon is W. Duke 
Walser, general chairman of the Conference, 
and to the left, C. Milton Allen, president of the 
Houston Control and the Registration chairman. 








Askk B& M 
about: 


Treasurers 

Controllers 

General 
Accountants 

Budget Specialists 

Auditors 

Cost Accountants 

Machine 
Accountants 

Systems Men 

Tax Specialists 








The right man? 


To you and your organization your personnel 
problem is a special one indeed: that is why 
a talk with one of our highly qualified staff 

. in complete confidence . . 
valuable in bringing about a prompt and com- 
pletely satisfying solution. Available to you 
always is the intimate experience both in ac- 
counting and personnel servicing for many 
companies, large and small. Write or call 
Frank W. Hastings, Kingsley 6-2300. 


BUTTRICK & MEGARY 


Organization Builders for Over a Generation 


Western Saving Fund Bldg., Philadelphia 7, Pa. 
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nancial scope, sometimes delegating the 
controllership functions to others report. 
ing to them. Because the Institute’s de. 
clared objectives embrace controllership 
alone, we have sometimes been unable to 
retain the interest, or even the affiliation 
of such men. 

“The trend toward unification of the 
financial function under a single top ex- 
ecutive, and the progressively greater in- 
termingling of the activities of controllers 
and treasurers, even though usually sepa- 
rately identified, we believe are gradually 
posing an inescapable decision. We must 
either include the treasurership functions 
within our scope of interest or be content 
with a segment of management which will 
not encourage the participation of execu- 
tives, both inside and outside the Insti- 
tute’s membership, who have taken on 
broad responsibilities in the area of cor- 
porate financial policy. The latter alter- 
native would cause us to move in the 
direction of eventually becoming a profes- 
sional organization largely composed of 
practitioners at a secondary staff level. We 
believe, in short, that we must take cog- 
nizance of the developments of recent 
years in corporate organization and shape 
our course accordingly.” 

The Committee then made the follow- 
ing specific recommendations: 


1. Qualified corporate financial officers 
not having the controllership responsibil- 
ities should be eligible for admission to 
Institute membership. 

2. In order to qualify for membership 
as a treasurer, an applicant should be re- 
sponsible for the performance, at a policy- 
making level, of a major part of the func- 
tions of corporate treasurers as stated in 
the Proposed Descriptive Statement. 

3. The admissions requirements for 
controllers, assistant controllers, and divi- 
sional and subsidiary controllers should 
not be changed. The concept of controller- 
ship, with its css admissions 
requirements, should not be merged into 
a general pectaige of a financial officer, 
thereby risking loss of the identity of con- 
trollership. 

4. Instead of a description of the duties 
of a general financial officer, therefore, a 
clear image of controllership and an 
equally clear image of treasurership should 
be maintained side by side. Applicants 
could then qualify for membership under 
whichever classification of functions was 
applicable to them. Top-level corporate 
officers of whatever title, having both re- 
sponsibilities, obviously would be eligible 
under either criterion. 

5. Treasurer applicants should perform 
treasurership duties in a company of sufh- 
cient size to insure compatibility with the 
scope of responsibilities of controller 
members. 

6. In view of the importance of capital 
planning and provision in the treasurer's 


(Continued on page 248) 
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Please accept with our compliments the “Marchant Smith-Corona Marchant, 410 Park Ave., New York 22, N.Y. 
Methods” study tailored to more rapid accounting. 
Marchant has compiled over 200 specific industry studies, 
each tailored to a different business. For example, perhaps 
you'd like to see how to figure a weekly payroll, hourly rate, 
with overtime and night shift bonus. If you would like to get 
the “Marchant Methods” tailored to faster accounting pro- 
cedures, without cost or obligation, clip this coupon and 
mail it today. Let Marchant show you how to make figure- 
work less work. 


1 would like a complimentary copy of “Marchant Methods”: 
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work, total capital employed in the busi- 
ness is the most logical measure of com- 
pany size for the purpose of determining 
eligibility. 

7. Since there is normally a single man 
responsible for provision of capital, as- 
sistant treasurers should not be admitted 
lest men with relatively minor admin- 
istrative duties be brought into member- 
ship. For similar reasons, treasurers of 
subsidiaries generally should not be ad- 
mitted, capital provision in such cases be- 
ing almost invariably handled by the par- 
ent company. 

8. The name “Controllers Institute of 
America” should be superseded by a new 
name descriptive of the broader interests 
of the membership under the concept pro- 
posed herein. The Committee’s recom- 
mendation is ‘Financial Officers Insti- 
tute.” 

9. The proposed Descriptive Statement 
should be adopted and used as public ex- 
planation of the purposes of the Institute 
and of its membership-eligibility require- 
ments. 

Speaking of the Committee's work be- 
fore the members’ meeting in Washing- 
ton during the first week in April, Presi- 
dent Frank Capon of the Institute put in 
perspective the problem dealt with, and 
the solution proposed, with the following 
remarks: 

“Thirty years ago a small group of fi- 


nancial and control officers decided to 
form a professional type of organization 
dedicated to improving and strengthening 
the function of financial planning and 
control in free-enterprise corporations. 
Their aim was to define this rather vague 
area of interest and then, through pooling 
their knowledge and efforts, to improve 
the standards and procedures and to gain 
widespread recognition of the function 
and the important part it had to play in 
management. 

“When the Institute founders first met, 
the typical corporate organization was very 
different from what we find today. The 
president was usually the chief executive 
and the vice president (most often there 
was only one) was his understudy and 
heir apparent. Below this level were such 
individuals as sales manager, production 
manager, treasurer, chief accountant, and 
others. The “‘controller’’ title was little 
known, and the control function poorly 
understood. However, control was a good 
word to describe what our founders had 
in mind, and the title of controller fitted 
well into the policy level of management 
along with the sales manager, production 
manager, treasurer, and other titles. 

“But gradually organization theory and 
structure started to change. A trend de- 
veloped—and has been growing rapidly 
—towards using the vice president title 
for each individual at the policy level. The 
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an expanding sales program and a sound 
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sales manager has become vice president. 
sales, the production manager has become 
vice president-production, and so forth, 
At the same time, as financial and control 
problems increased in complexity and 
tended more and more to overlap and be. 
come intertwined, there has been a clear 
tendency to combine these functions at the 
policy level into a single individual with a 
title such as vice president-finance. 

“To give you some statistics—in 1949 
there were no members with the title vice 
president-finance. In February 1959 there 
were 91; by May 1960 this had reached 
176; and the count two weeks ago showed 
235. What may well be of even greater 
significance is the numaber of vice presi- 
dents-finance who are not members be- 
cause they consider that their technical- 
level controller should be the company 
member of an organization known as 
Controllers Institute. Along the same lines, 
Business Week of March 18, quoting 
from an American Management Associa- 
tion survey, pointed out that on the basis 
of a survey of 278 companies the con- 
troller was tending to take over functions 
from the treasurer but the treasurer was 
still the senior financial officer of the two, 
in three-quarters of the companies. Usu- 
ally, the vice president-finance is respon- 
sible for both. 

“The conclusion [of the Planning Com- 
mittee] that a change of name is necessary 
came from the realization that a name 
based on a specific corporate title had in 
fact caused much of the Institute’s prob- 
lem in a changing trend in corporate 
management structure. The Committee 
feels that a generic name—one describing 
the function and responsibility of mem- 
bers, rather than one based on titles such 
as controller, treasurer, or vice president— 
is desirable to cure the present situation 
and avoid a recurrence if organization 
theories change further. The Committee 
has therefore recommended that the name 
be changed to ‘Financial Officers Institute.’ 

“Throughout its deliberations the Com- 
mittee paid no heed to the effect of any 
change on the size of membership. This 
proposed change is not designed to en- 
large our membership, although it will al- 
most certainly cause a small increase. The 
Committee was concerned solely with pro- 
tecting the quality of membership, ensur- 
ing that eligibility could be restricted to 
top officers of a calibre sufficient to ensure 
that our efforts would make the greatest 
possible contribution at the top level of 
management. So long as we insist on 
stringent qualifications our membership 
will continue to be small in relation to 
many other organizations. 

“As a result of action by the Board, 
work is now proceeding rapidly on the 
necessary steps leading up to a vote by the 
membership. The plan is now to put the 
entire matter to the members at the 1961 
annual conference.” 
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4#* Proposed Descriptive Statement **¥ 
Wrrtssoccccococcoccuscsses| 


FINANCIAL OFFICERS INSTITUTE is a 
management organization. It was estab- 
lished in 1931 as Controllers Institute of 
America and, for the first 30 years of its 
existence, was devoted largely to the de- 
velopment of controllership concepts and 
techniques, the education of management 
in the controllership field, and assisting 
controllers in its practice. 

In 1961, recognizing the close associa- 
tion with the financial functions of man- 
agement usually performed by treasurers, 
and also aware of the growing tendency to 
unite these areas under a single top fi- 
nance executive, the Institute redefined its 
membership coverage and adopted its 
present name. eth” 

Membership is on an individual rather 
than a company basis. It is open to execu- 
tives of eligible companies who furnish 
assurance of responsibility for specific 
duties in the areas broadly described as 
finance, control, treasury and accounting. 


PURPOSES OF THE INSTITUTE 


Financial Officers Institute has a six- 
fold objective, stated as follows: 


1. To develop and maintain progressive 
concepts of financial management, includ- 
ing the controllership and treasurership 
functions, adequate to meet the require- 
ments of modern business. 

2. To educate business management 
and the public in understanding these 
concepts. 

3. To assist financial executives in giv- 
ing full expression of these concepts in 
their own organizations. 

4. To provide financial executives with 
amedium through which they may receive 
and exchange ideas in the field of busi- 
ness Management. 

5. To constitute an articulate body of 
management on matters within the scope 
of financial executives’ responsibility. 

6. By doing all these things, to con- 
tribute toward soundness in business, in 
education, in government and in the na- 
tional economy. 


WHAT IS A FINANCIAL OFFICER? 


The Admissions Committee of the In- 
stitute, in considering applicants approved 
by the boards of directors of its units, 
is responsible for determining whether 
each applicant performs the duties and 
catries the responsibilities of a financial 
officer as defined by the Institute, includ- 
ing participation to a major degree in 
the formulation of policy for the opera- 
tion of the enterprise. 

The titles most typically found in the 
Institute’ s membership are the following: 
Vice president-finance, vice president and 
controller, vice president and treasurer, 
controller, and treasurer. In companies of 
latger size, assistant controllers and divi- 
sional controllers may also be eligible. 

In recognition of the grouping of as- 
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signed responsibilities most generally used 
in industry, the duties of financial execu- 
tives may be broadly classified as follows: 

Controllership duties (those associated 
with the planning, control and accounting 
functions) and treasurership duties (those 
associated with the procurement, invest- 
ment and management of money). 


WHAT IS A CONTROLLER? 


The major functions of controllership 
were first published as the official state- 
ment of the Institute ia 1949, following 
painstaking work by the Committee on 
Ethics and Eligibility Standards and ap- 
proval by the Board of Directors. Only 
minor changes in this statement have been 
made since that time. The current state- 
ment reads as follows: 


1. To establish, coordinate and admin- 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit 
planning, programs for capital investing 
and for financing, sales forecasts, expense 
budgets and cost standards, together with 
the necessary procedures to effectuate the 
plan. 

2. To compare performance with oper- 
ating plans and standards, and to report 
and interpret the results of operations to 
all levels of management and to the own- 
ers of the business. This function includes 
the formulation and administration of ac- 
counting policy and the compilation of 
statistical records and special reports as 
required. 

3. To consult with all segments of 
management responsible for policy or ac- 
tion concerning any phase of operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
iciés, Organization structure and proce- 
dures. 

4. To administer tax policies and pro- 
cedures. 

5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies. 

6. To assure fiscal protection for the 
assets of the business through adequate 
internal control and proper insurance cov- 
erage. 

7. To continuously appraise economic 
and social forces, and government influ- 
ences, and interpret their effect upon the 
business. 


WHAT IS A TREASURER? 


In connection with the changes in Insti- 
tute membership coverage described, the 
Planning Committee has presented a sim- 
ilar statement of the major functions of 
treasurership. This statement, approved by 
the Board of Directors, is as follows: 


1. To establish and execute programs 
for the provision of the capital required 
by the business, including negotiating the 
procurement of capital and maintaining 
the required financial arrangements. 


2. To establish and maintain an ade- 
quate market for the company’s securities 
and, in connection therewith, to maintain 
adequate liaison with investment bankers, 
financial analysts, and shareholders. 

3. To maintain adequate sources for 
the company’s current borrowings from 
commercial banks and other lending in- 
stitutions. 

4. To maintain banking arrangements; 
to receive, have custody of, and disburse 
the company’s monies and securities; and 
to be responsible for the financial aspects 
of real estate transactions. 

5. To direct the granting of credit and 
the collection of accounts due the com- 
pany, including the supervision of re- 
quired special arrangements for financing 
sales, such as time payment and leasing 
plans. 

6. To invest the company’s funds as 
required, and to establish and coordinate 
policies for investment in pension and 
other similar trusts. 

7. To provide insurance coverage as 
required. 





CONTROLLER 
Multi plant food company. Western New 
York State. CPA or equivalent preferred. 
D2503, THE CONTROLLER 
Two Park Ave. New York 16, N. Y. 

















CONTROLLER 


This attractive opportunity will 
appeal to a well-qualified exec- 
utive, who today is the control- 
ler of a major industrial cor- 
poration. 


We are a long-established, prof- 
itably managed and_ well-re- 
garded company in the con- 
sumer products industry. Our 
operations are national in scope 
and include several plant loca- 
tions throughout the country 
producing an annual volume of 
over $100 million. 


We are seeking an aggressive 
executive with a solid account- 
ing and financial background, 
who has the capabilities to be- 
come our Financial Vice Presi- 
dent in the not too distant fu- 
ture. He should have a famili- 
arity with the consumer prod- 
ucts field and have had some 
experience in acquisitions and 
mergers. Some travel is required. 


Location will be in a metropoli- 
tan city surrounded by attrac- 
tive residential suburbs. Com- 
pensation will be in the $30,- 
000-35,000 range, plus the usual 
fringe benefits. 


Your reply will be treated most 
confidentially. 


Box #D2509, THE CONTROLLER 
Two Park Ave., New York 16, N. Y. 
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| Eastern Area Conference and ( 
THIS COMBINATION CAN CUT “72 : 
terms 
| . ‘ whic 
For the businessman asked to enter encec 
| government employ, the professor dolla 
| added, fringe benefits connected with "A 
his private employment are a vital fac. Mt. | 
tor. “The man who is on the threshold had : 
| of an important career in his organiza. with 
tion may be reluctant to leave for a take 
temporary period of government sery- local- 
ice, because he does not want to en- earne 
danger his pension rights and his place 35 f 
on the promotional ladder. earne 
“The implications for the conflict high 
| situation are serious. To the extent that ent t 
| section 1914 deals with ‘salary’ in rul- tax | 
| ing out compensation from a nongov- to it 
ernmental source, it is naively literal. volut 
To the extent that it requires wholesale at be 
severance of all economic ties to all total 
former employers, the statute is prop- “C 
erly chargeable with a deterrent effect Unit 
upon recruitment. The cost of renounc- com 
ing fringe contract rights is often a cost it. V 
that cannot be undertaken lightly.” we h 
Endorsing this view, Mr. Horsky said, Gove 
“There is good reason to believe that ume 
the Government suffers in its search for defic 
highest quality talent because of the of de 
inability of anyone to predict the con- of it: 
sequences which may flow from exist- 
ing laws. In many cases the statutes are OPE? 
silent on practices which all agree Fr 
should be prohibited. In other cases a stitut 
In a majority of cases it is a safe prediction that R&S literal application of the statute would of C 
MACHINES, MANPOWER, METHODS, can handle all work sah cement Sane Se eee ce 
‘ : of the Government to obtain needed hd 
or part of your data processing requirements faster and expert manpower that they are virtually — 
more economically, and when needed develop additional ignored in practice, even though their i 
data at a practical cost. violation carries severe criminal penal- gs 
: ced ties. peak 
This prediction is soundly based on hard facts — The problem is not solely the stat- panic 
e you pay only for actual production time utes. Committees of the Senate in many lunck 
per application cases have gone substantially beyond ite 
, : either the scope of the statutes or the ‘in 
e costs are known in advance (no extra or hidden economic realities of the present time “ti 
charges)—results can be relied on in insisting upon conditions for the ap- Pee 
e peak-load work, costly overtime and personnel prob- proval of particular nominations. The Rone 
lems are eliminated. legacy of Secretary of Defense Wilson a 
and his General Motors stockholdings Ot 
And, you have no investment in rental, purchase and has probably been unfoxtunate, on the ae 
housing of equipment, hiring and training help, or whole. There are signs, however, that Brace 
expensive programming. Congress is beginning to recognize the i 
dangers of overemphasis on matters . dent 
We would like to make this prediction come true for you—— 5 i percep ~~. er pose Doyl 
telephone, or write Dept. C-3 — no obligation of course aaa a penniless jee with no iatee: = 
ests in anything whatever.” dent 
trol- 
RECORDING & STATISTICAL CORPORATION 105s or xeo0w or cvoxe | i 
The consequences of “big” govern- Inc,, 
Executive Offices: 176 Broadway * New York 38, N. Y. ment were underscored in a luncheon a 
address on the opening day of the Con- 
New York: 100 Sixth Ave., New York 13, N. Y. WOrth 6-2700 ference by Leonard E. Read, president, ‘ 
Boston: 566 Atlantic Ave., Boston 5, Mass. Liberty 2-5365 Foundation for Economic Education. 
Chicago: 223 W. Jackson Bivd., Chicago 6, Ill. HArrison 7-7357 He told how the American pattern has 
San Francisco: 560 Sacramento St., San Francisco 11, Cal. EXbrook 2-434] changed from a severely limited and ‘ 
Montreal: 407 McGill St., Montreal, Canada. Victor inte restricted federal government to one of omp| 
Toronto: 439 Wellington St., W., Toronto, Canada. EMpire 3-4951 contvelined power which affects the lives 70 Lin 
— 
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and creative actions of all citizens. The 
trend, he said, can be measured in 
terms of the loss in freedom of choice 
which the average citizen has experi- 
enced over the years with his income 
dollar. 

“A little more than a century ago,” 
Mr. Read observed, ‘the average citizen 
had a 95-98 per cent freedom of choice 
with each income dollar, because the 
take of government—federal, state and 
local—was two to five per cent of all 
earned income. Today the take is about 
35 per cent. Whenever the take of 
earned income by a nation gets to that 
high level where it is no longer expedi- 
ent to collect the total sum by direct 
tax levies, governments have resorted 
to inflation, to an increase in money 
volume. As a rule this point is reached 
at between 20 and 25 per cent of the 
total earned income. 

“Our system of inflating in the 
United States has the merit of being so 
complicated that no one can understand 
it, We monetize debt—the more debt 
we have, the more money in circulation. 
Government has increased money vol- 
ume about 700 per cent since we began 
deficit financing and the monetization 
of debt. Our dollar has lost 52 per cent 
of its purchasing power since 1939.” 


OPENING AND CLOSING CEREMONIES 


Frank S$. Capon, president of the In- 
stitute, who is vice president, Du Pont 
of Canada Limited, Montreal, presided 
at the luncheon and also at the opening 
session, at which Robert W. Michie, 
general chairman of the Conference, 
welcomed the registrants. Mr. Michie 
is vice president-finance, The Chesa- 
peake and Potomac Telephone Com- 
panies. Presiding at the second day’s 
luncheon was Stuart W. McLaughlin, 
vice president, Eastern Area, who is 
comptroller, West Virginia Pulp and 
Paper Company, New York. Drew 
Pearson, of ‘“‘Washington Merry-Go- 
Round” fame was the guest speaker at 
the closing luncheon. 

Other Institute leaders who conducted 
various sessions included: George W. 
Fraser, executive vice president, Hoff- 
man Beverage Company, who is presi- 
dent of the Newark Control; James J. 
Doyle, director of finance, the Port of 
New York Authority, who heads the 
New York City Control, and the presi- 
dent of the District of Columbia Con- 
ttol—Walter J. Short, vice president- 
finance and secretary, Allegheny Airlines 
Inc, Washington. 


ee 





COST CONTROLS 
factory, clerical or marketing operations 
send for 
BOOKS, FORMS and STUDIES 
by Frederick M. Eisner, C.P.A. 
Complete set—$15,00 Refund if not satisfied 
Charles M. Eisner 


0 Linda Ave. White Plains, N. Y. 
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Automation Cornerstone 


The Friden Flexowriter® has three basic capabilities: 1) It can type, 
2) it can record what is typed on punched paper tape, 3) it can read 
tape back to itself, retyping automatically at 100 words per minute. 


These things are remarkable enough, but the important point is this: 
Tapes produced on the Flexowriter can automatically control a great 
variety of other machines—those made by other manufacturers as well 
as by Friden. Thus the Flexowriter performs the key task in automation, 
translating human language into a language that machines understand. 


Applications for the Flexowriter are immensely varied. It allows man 
to converse with computers. It prepares tapes that control automated 
machine iools. It’s also bringing about a major revolution in the han- 
dling of basic business paperwork. And the surface is only scratched. 


It will pay you to learn more about this machine and the jobs it could 
be doing for you. Your local Friden Systems Representative is the man 
to see. Or write: Friden, Inc., San Leandro, California. 


THIS IS PRACTIMATION: automation so hand-in-hand with 
practicality there can be no other word for it. © 1961 Friven, ine., 





SALES. SERVICE AND INSTRUCTION 
THROUGHOUT THE U.S. AND WORLD 














For 

attorneys, 
accountants, 
tax executives 


BNA‘s 


MANAGEMENT 


Portfolios 


Topic-by-topic treatment of 
corporate tax problems in 


separate Portfolios 

¢ Exhaustive Analyses 

¢ Complete Worksheets 

¢ Full Bibliography 
(including references 


to conventional 
tax services) 





Just Released 


Dividends — Cash 
and Property 





Export Operations 











For descriptive circular 
and subscription 
information, write: 


THe BurEAU OF 


NATIONAL AFFAIRS, INC. 


4 Dept. 552 
ie" 1231 24th St., N.W. 
BNA _ Washington 7, D. C. 


WASHINGTON 
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Civil War Centennial 
Although today we are focussing our 


| attention rather heavily on ‘‘conflict of 


interest,”’ it is not a new phenomenon. 
Section 434 (one of the several penal 
conflict-of-interest statutes which were 
designed to prohibit government ofh- 
cials from engaging in conduct that 


| might be inimical to the best interests of 


the general public), is a restatement of 
a statute adopted in 1863. 

This came about following the dis- 
closure by a House Committee of scan- 
dalous corruption on the part of govern- 
ment agents whose job it was to procure 


| war materials for the Union armies during 


the Civil War. 

The statute has since been re-enacted 
on several occasions but the broad pro- 
hibition contained in the original statute 
has been retained throughout the years. 

The moral principle upon which the 
statute is based has its foundation in 
the Biblical admonition that no man 


| may serve two masters (Matt. 6:24), a 
| maxim which is especially pertinent if 
| one of the masters happens to be eco- 


nomic self-interest. 


_ Computer Nose Count 


A recent survey of computers shows 
that there were 4,927 commercial digital 


| computers in use at the beginning of 


1961. The total includes 51 models of 


various sizes manufactured by 20 com- 








olen 


panies. On order, according to the te. 
port compiled and published in the 
April 1961 issue of Data Processing, to 
be delivered within 1961-62, are 6,453 
digital computers. 

Of the machines in use, the Federal 
Government has 494 (with 46 special 
machines bringing its total to 540 and 
another 100 to be delivered in 1961); 
local governments have 130; universi- 
ties 138; with the balance in finance, 
business and industry. Uses range from 
plane reservations to banking, from 
tracking missiles to designing other 
computers, production control to ac. 
counting, with new programs being de- 
vised continuously. 


American Investment Abroad 


An ongoing development is the grow- 
ing number of companies going over- 
seas to manufacture products. American 
investment abroad doubled in the last 
ten years, with current estimates at $30 
billion. 

In 1959, American manufacturers 
added $2.4 billion to their foreign as- 
sets, of which $665 million came from 
retained overseas earnings; depreciation 
and depletion provided $695 million; 
and only $470 million were supplied 
from the United States. American man- 
ufacturers earned $1.28 billion from 
overseas operations in 1959 which was 
well exceeded in 1960. 





Effective Planning and Evaluation 
of Research and Development Expenditures 


One of the great voids in industrial 
management has been in the area of re- 
search and development. Management 
more frequently than not has no clear 
basis for decision on what to spend, of 
the amount spent, and whether it is being 


| spent wisely. A research director tries to 


convince management that expenditures 


| should be maintained or be increased, but 


needs help in preparing the financial as- 
pects of his proposals. Frequently, the 
chief accountant does not understand the 
problems of research, the peculiar char- 


| acteristics of their organization and ad- 


ministration. He confines his efforts to 
furnishing a code of accounts derived 
from other areas of the business and re- 
questing budgets in a detail which means 


_ that the figures must be guessed at. He 


furnishes reports of expenditures vs. 
budget on which management holds te- 
search to task; all a futile effort in an 
area which requires intelligence and clear 
thinking. 

The trustees of Controllers Institute Re- 
search Foundation (CIRF) discussed this 
project throughout the ‘50's. In 1960, 
they decided to get the project under way. 
During the winter 1959-60, the great 1n- 
terest of members of Controllers Institute 
was demonstrated when 50 top financial 
men of the New York City Control met to 
consider this project, and what they might 
do to contribute to such a study. Two 
subcommittees were formed which de- 
veloped some useful information. The 
research director discussed the project 

(Continued on page 254) 
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X%UM 


Accountants And Auditors Agency has placed accountants with... 


CHEMSTRAND CORP. 
JOHNS-MANVILLE CORP. 

NORTH AMERICAN PHILIPS CO., INC. 
SHELL OIL CO. 

SUN CHEMICAL CO. 

NEW YORK LIFE INS. CO. 
CONTINENTAL CAN CO. 

CHRYSLER CORP. 

PAN AMERICAN WORLD AIRWAYS 
SCHENLEY INDUSTRIES INC. 

AVON PRODUCTS INC. 

LOOK MAGAZINE 

INTERNATIONAL TEL & TEL CORP. 


MUTUAL BROADCASTING SYSTEM INC. 


STANDARD PACKAGING CORP. 
NEW JERSEY ZINC CO. 

THE BORDEN CO. 

J. WALTER THOMPSON CO. 
MCCANN ERICKSON 

YOUNG & RUBICAM INC. 
AMERICAN AIRLINES INC, 

U.S. PLYWOOD CORP. 
AMERICAN METAL CLIMAX INC. 
BULOVA WATCH CO. 


BLOOMINGDALE BROS. 
LEVER BROS. CO. 

UNITED NATIONS 
MCKESSON & ROBBINS, INC. 
P. LORILLARD CO. 
AMERICAN CHICLE CO. 
STANDARD BRANDS INC. 
FORD INTERNATIONAL 

U. S. INDUSTRIES INC. 

COTY, INC. 

ST. REGIS PAPER CO. 
COLUMBIA UNIVERSITY 
ALLIED CHEMICAL CORP. 
CITIES SERVICE OIL CO. 
AMERICAN THREAD CO. 
PRICE WATERHOUSE & CO. 


AMERICAN SUGAR REFINING CO. 


CHAS. PFIZER & CO., INC. 
GREAT LAKES CARBON CORP. 


COMBUSTION ENGINEERING INC. 


JOHNSON & JOHNSON 
GENERAL TELEPHONE CORP. 


INTERNATIONAL NICKEL CO., INC. 


COLGATE-PALMOLIVE Co. 


THE ANACONDA CO. 

PENN-TEXAS CORP. 

NATIONAL BROADCASTING CO., INC. 
W. R. GRACE & CO. 

U. S. LIFE INSURANCE CO. 

LONE STAR CEMENT CORP. 

R. H. MACY & CO., INC. 

SOCONY MOBIL OIL CO., INC. 
HUDSON PULP & PAPER CORP. 
AMERICAN BROADCASTING CO. 
COLUMBIA BROADCASTING SYSTEM INC. 
MERGENTHALER LINOTYPE CO. 

J. J. NEWBERRY CO. 

WEST VIRGINIA PULP & PAPER CO. 
CORNING GLASS WORKS 
LILY-TULIP CUP CORP. 

TIFFANY & CO. 

NEW YORK CENTRAL SYSTEM 
NATIONAL STARCH & CHEMICAL CORP. 
AMERICAN EXPRESS CO. 
COMMERCIAL SOLVENTS CORP. 
CORN PRODUCTS CO. 

PEAT MARWICK MITCHELL & CO. 
HASKINS & SELLS 


... and over two thousand other excellent companies 


The professional employment service for 
accountants, auditors and financial personnel 


Directed by a Certified Public Accountant 





Accountants 


And Auditors 
Agency 


Exclusively for Treasurers * Controllers * Chief Accountants * General Accountants * Cost Accountants 
Tax Accountants * Budget Accountants * Financial Analysts + Systems Men + Junior Accountants 
Field Auditors + Internal Auditors + Office Managers 


15 East 40th Street * New York City 16 « MUrray Hill 3-0290 
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simplify payroll accounting 


How? With an automatic Cincinnati Paymaster that gives you 
exclusive ‘Quick Audit’’ printing for easy, direct subtraction... 
and two-color printing that highlights irregular registrations. 


What’s more, the Paymaster uses all makes of time cards. . . 
integrates with existing systems and provides automatic time 
signaling control. Plus, the Paymaster is jam proof and self- 
corrective for minimum maintenance. Get the full story from 
your Cincinnati representative, or send for descriptive literature. 


“If it’s about time . . . call for Cincinnati” 


& & ® TIME RECORDER CO. 
1735 Central Ave. 


Cincinnati 14, Ohio 
Gentlemen: 
Please send literature about New Model 8000 Paymaster 


Name Title 





Company 





~ Street City 

















with a number of colleges, and with peo. 
ple at Arthur D. Little, Inc. and Battelle 
Memorial Institute. Slowly the picture 
has developed of how to tackle the project, 

The Project. The purpose of this re. 
search project is to determine the essential] 
ingredients of effective planning and eval. 
uation of research expenditures, as a means 
of helping to achieve the long-term goals 
of the enterprise. 

Any system should, of course, be based 
on the fundamental concepts of effective 
management planning and control, which 
recognizes as the principal objectives of a 
business enterprise :* 


1. To maximize long-run profits, from 
the use of the economic sources under its 
control, and 

2. To seek investment opportunities for 
profitable employment of additional re- 
sources. 


These objectives are taken from a te- 
port of the CIA Management Planning 
and Control Committee, presented to the 
trustees of CIRF as a proposal for a basic 
research study in the area of management 
planning and control. This means that the 
return-on-investment concept governs all 
decisions—again considering the long-run 
effect of any decision. 

This then also must be the basis for de- 
cisions in the area of research and devel- 
opment, even though quantitative data 
may be lacking in many cases. On the 
other hand, most research conducted in an 
industrial enterprise eventually reaches the 
stage where complete financial analysis 
can be made of proposed future expendi- 
tures, and the resulting ee expendi- 
tures which are required. In between, there 
are many degrees of analysis that are pos- 
sible. 

Some companies, whose growth has 
come from research, have developed this 
communication between research and the 
controller to a high degree, so that much 
information is available to enable com- 
pany management to make intelligent de- 
cisions concerning research. In some com- 
panies, post appraisals of research projects 
are made. In many companies, projects are 
pre-appraised, in others the work of an 
entire department is appraised from the 
point of view of its net accomplishments, 
and no pre-appraisal of projects is made. 

Conduct of Research Project. Control- 
lers Institute Research Foundation has en- 
gaged Dr. Raymond Villers to manage 
this project. Dr. Villers is a consultant of 
the firm, Rautenstrauch and Villers, and 
has done extensive research work on of- 
ganization planning, managerial controls, 
break-even analysis, and organization of 
engineering research. He is a graduate of 
the Sorbonne, and holds degrees from sev- 


* There is virtually no difference in concept 
whether the enterprise be one privately owned, 
operated for a profit, or one of the so-called 
nonprofit enterprises. The only difference lies 
in the size and disposition of the “profit” which 
is necessary for continued existence. 
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PROMOTIONS . . . 


Ernest M. Adams recently became con- 
troller of Eastern Gas & Fuel Associates, 
Boston, Mass. . . . Mallinckrodt Chemi- 
cal Works, St. Louis, Mo., recently ap- 
pointed Harold A. Brinner to vice president 
and treasurer. . . . The election of E. Stuart 
Files as a partner of A. T. Kearney & 
Co., Chicago, Ill., was announced recently. 
. . . Edward L. Fortin is elected senior 
vice president and treasurer of Selas Cor- 
poration of America, Dresher, Pa. 





MR. FILES 


Recently elected to the newly created 
post of executive vice president of Dicto- 
graph Products Inc., Danbury, Conn., is 
Walter E. Froehlich. . . . EltonG. George 
recently became vice president-finance of 
Forest Lawn Memorial Park Association, 
Glendale, Calif. . . . Robert E. Harvey 
became chairman and chief executive of- 
ficer of the New York Shipbuilding 
Corp., Camden, N. J. . . . H. G. Hinck 
has assumed the responsibilities of treas- 
urer and controller of Baxter Laboratories, 
Inc., Morton Grove, III. 

Francis H. Logsdon has been elected 


MR. FORTIN 








MR. ST. 


MR. HOLMES 


vice president and controller of Federated 
Investors, Inc., Pittsburgh, Pa. . . . The 
appointment of William C. McKee as 
controller of Crucible Steel Company of 
America, Pittsburgh, Pa., was announced 
recently. . . . John St. John has been ap- 
pointed vice president and treasurer of 
the Minute Maid International Division 
of the Coca-Cola Export Corporation, 
New York. 

The election of Allen H. Seed as con- 
troller of Motec Industries, Inc., Hopkins, 





MR. KUTEN 


JOHN 


Minn., was announced recently... . 
David M. Smith has been appointed to the 
newly created position of financial officer 
of the Boston University-Massachusetts 
Memorial Hospital’s Medical Center and 
the University’s School of Medicine, Bos- 
ton, Mass. ... Richard A. Van Horn 
was appointed comptroller for Schaevitz 
Engineering, Pennsauken, N. J... . 
William W. Wilson has been elected comp- 
troller of ACF Industries, Incorporated, 
New York. .. . Thomas F. Willers is 
elected executive vice president of Hooker 
Chemical Corporation, New York. 


MR. ODDI 
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ADDITIONAL DUTIES .. . 


J. Cedric Evans is now vice president 
and controller of Wagner Electric Cor. 
poration, St. Louis, Mo... . George T, 
Scharffenberger, president of the Westrex 
Corporation Division of Litton Industries 
New York, is also executive vice president 
of Litton Systems Inc. 


COMPANY CHANGES... 


James W. Newman was elected vice 
president-planning and finance of Lehn 
& Fink Products Corp., Bloomfield, N, J. 
James W. Fay, Jr., succeeds him as treas- 
urer and Frederick Moeller as secretary, 
. . . Robert W. Holmes was named as- 
sistant controller-corporate accounting, 
Raytheon Company, Waltham, Mass.: 
Frank F. Oddi has been named controller 
for the Government Equipment and Sys- 
tems Group. 


NEW CONNECTIONS... 


Harold A. Agar is now secretary-treas- 
urer of British Oxygen Canada Limited, 
Toronto, Ontario, Canada. . . . The elec- 
tion of W. C. Davis as president and gen- 
eral manager of Steelcase, Inc., Grand 
Rapids, Mich., was announced recently. 
. . . Frank Domenick, Jr. is now assistant 
controller of the Tucson Division of 
Hughes Aircraft Company, Tucson, Ariz. 

Neptune Meter Company, New York, 
has announced that E. A. Gaudette has 
joined the company as assistant to the 
president. . . . The appointment of Jo- 
seph Kiebala, Jr. as comptroller of Boston 
University, Boston, Mass., was announced 


recently. . . . R. Joseph Kincaid became 
controller of Information Systems, Iac., 
Culver City, Calif. . .. The appoint- 


ment of Joseph D. Kuten as controller of 
Alside, Inc., Akron, Ohio, was announced 
recently. . . . David D. Mason recently 
became executive vice president of Na- 
tional Rejectors Inc., St. Louis, Mo... . 
Earl F. Mayer has joined Southwestern 
Engineering Company, Los Angeles, Calif,, 
as controller. (Turn to page 258) 





ASSISTANT CONTROLLER 


Our client is the acknowledged leader 
in its field—a consumers’ goods item 
—and will install a large computer 
for its data processing center this 
fall. Applicants must have a business 
degree, management experience in 
normal accounting functions, plus 
some operations experience with IBM 
650 class or larger data processing. 
We will acknowledge qualified re- 
plies in confidence until your interest 
is established. In addition to educa- 
tion and experience, please send age, 
earning level, and small photo if 
available. 


W. B. BEESON, LAWRENCE-LEITER & CO. 
114 W. 10th St. Kansas City 5, Mo. 
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>58) One way they “make” it happen is with a National Maintenance 
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Personal Notes 
(Continued from page 256) 


W. Thomas Newman recently became 
vice president-finance of Storkline Corpo- 
ration, Chicago, Ill. . . . Thomas W. Par- 
ham is now vice president of Par Foam, 
Inc., Detroit, Mich. . . . A. J. Porta has 
joined Associates Investment Company, 
South Bend, Ind., as financial vice presi- 
dent. . . . J. C. Schraa was appointed 
vice president-finance of Illumitronic En- 
gineering and IIlumitronic Systems Corp., 
Sunnyvale, Calif. . . . Douglas. H. Sears 
recently became treasurer of Pepperell 
Manufacturing Co., Boston, Mass... . 
William W. Strasser, Jr. is now controller 
of Eisen Brothers, Inc., Hoboken, N. J... . 
The appointment of George K. Bryant as 


vice president-operations of Esterbrook 
Pen Co., Camden, N. J., was announced 
recently. . . . F. V. Sincock is now assist- 
ant to the controller of General Insurance 
Company of America, Seattle, Wash. 


SPEAKERS .. . 


J. Lee Lockard, controller, Argus Cam- 
eras Division, Sylvania Electric Products, 
Inc., Ann Arbor, Mich., spoke at a recent 
meeting of the Toledo Chapter of Na- 
tional Association of Accountants on 
“Using Financial Data for Marketing 
Decision-Making.” . . . V. Leonard Hanna, 
vice president-finance and treasurer, Fen- 
estra Incorporated, Detroit, Mich., spoke 
at the American Management Association 
seminar held recently on “Profitability Ac- 
counting and Control” at the LaSalle 





a brake on office costs. 


obligation, of course. 


60 East 42nd Street 
New York 17, New York 





THESE 8 AREAS OFFER A CONTROLLER 
OPPORTUNITIES FOR INCREASING PROFIT 


From the sales-order area to procurement, from the accounting section 
to the personnel section, literally thousands of dollars can be added to your 
firm’s “take home pay” by cutting the cost of paperwork. 


Now, in just a few short pages, a booklet prepared by the Frank M. 
Knox Company, “The Growing Threat to Corporate ‘Take Home’ Pay” will 
give you the techniques specifically designed for all 8 areas. For example, 
you will see how to measure all clerical work for simplification and im- 
provement; how to analyze clerical procedures and gauge the need for new 
methods; how to be sure you can continue applying measures that will keep 


To learn how these proven techniques that have actually saved dozens of 
companies thousands of dollars can be put to work for you, send for your 
free copy of “The Growing Threat To Corporate ‘Take Home’ Pay.” No 


The Frank M. Knox Company, Inc. 
Management Consultants 


1405 East 6th Street 
Cleveland 14, Ohio 











744 BROAD STREET 









BLADES & MACAULAY 
INSURANCE ADVISERS 


* 
Complete Surveys of 
Corporate Insurance Affairs 


No Insurance Sold 
MArket 3-7801 


Established 1926 









NEWARK 2, N. J. 














Hotel, Chicago, Ill. Among the speakers 
at the AMA Seminar on ‘Financial Plan. 
ning for Greater Profits’ held recently at 
the Hotel Astor, New York, were: Ely 
Francis, assistant controller, Radio Cotpo. 
ration of America, New York; Norman 
E. Lang, division vice president and comp- 
troller, American Machine & Foundry 
Co., New York; Ronello B. Lewis, con. 
sultant to industry, Greenwich, Conn,: 
James A. McFadden, Jr., director of ad. 
ministrative services, RCA Laboratories. 
Princeton, N. J.; Paul L. Smith, secretary 
and treasurer, the Bullard Co., Bridgeport, 
Conn.; and Robert W. Holmes, assistant 
controller-corporate accounting, Raytheon 
Co., Waltham, Mass. 

George Mann, assistant to the comp- 
troller, the Budd Co., Philadelphia, Pa, 
will be a speaker at the AMA Seminar on 
‘How to Use Graphics to Communicate 
Financial Facts . . . Figures . . . Ideas 
More Effectively” to be held at the Hotel 
Astor, New York, May 2, 4, 9, 11. 

“What Does Top Management Expect 
from Its Data-Processing Staff Specialists 
and Its Data-Processing Installation?” was 
the subject of a talk given recently by 
Stuart W. McLaughlin, comptroller, West 
Virginia Pulp and Paper Company, New 
York, before the Computer Systems 
Workshop of the New York University 
Division of General Education and Ex- 
tension Services. . . . George Moller, 
vice president and secretary-treasurer of 
H. H. Robertson Co. Limited and vice 
president and treasurer of Robertson-Irwin 
Limited and vice president and secretary- 
treasurer of Robertsteel (Canada) Limited, 
Hamilton, Ontario, Canada, gave a lecture 
on ‘Philosophy of Management” at Mc- 
Master University recently. He also ad- 
dressed a recent meeting of the Systems 
and Procedures Association on ‘Problems 
of Integrated Data Processing.” 


EXTRACURRICULAR ACTIVITIES .. . 


Louis O. Bannard, treasurer-comptroller 
of Langendorf United Bakeries, Inc., San 
Francisco, Calif., has been appointed a 
member of the Board of Governors of 
Eldorado Insurance Exchange. He is 
also vice chairman of California Manu- 
facturers Association’s committee on 
Workmen’s Compensation Insurance. . .. 
C. Glenn Cole, vice president and cashier 
of the Mercantile National Bank at Dallas, 
Texas, has been elected president of the 
board of directors of the Dallas Athletic 
Club. . . . Jack B. Thompson, district 
controller of the Borden Company, South- 
ern District, Houston, Texas, was elected 
president of the International Association 
of Ice Cream Manufacturers’ Accounting 
Council. 

Robert B. Curry, vice president and 
comptroller, Southern Railway System, 
Washington, D. C., was elected president 
of the Society for the Advancement of 
Management. 
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is the Role of the Controller Shrinking? 


(Continued from page 224) 


Jan, but the writer submits that the time 
eriod covered by the longer-range plan 
should be different for different industries 
because every industry has its own par- 
ticular “lead time.” For example, prac- 
tically speaking the garment cutter can 
plan for not much longer than a buying 
season, usually six months ahead, while 
an aifline must lay its plans for seven 
years, for this is the typical lead time re- 
quired between the conception of new and 
improved aircraft and the time of its in- 
troduction. But even though the time pe- 
riod covered will differ, it is essential that 
any annual plan be developed, and per- 
formance be measured, in light of the 
longer-term implications. 


LIVING UP TO 
CONTROLLERSHIP CONCEPTS 


If these then are the problems or the 
causes which have led the controller to 
lose position as management's chief in- 
telligence officer, what steps might he take 
to in fact live up to the concepts he has 
set down for his own job? 

For the controller who has not really 
tried to live up to the Institute’s statement 
and who as a consequence does not have 
operating management's confidence, it may 
now be too late. But those who have tried 
and yet feel that they are falling short 
may want to consider the following sug- 
gestions: 


1. Dramatize the services you have to 
offer. For example, at the present time 
most companies are undergoing a serious 
profit squeeze. Through creative and skill- 
ful analysis of past data you can isolate 
some of these profit drains and help to 
formulate improvement programs. 

2. Get closer to operating management. 
Far too many controllers just sit in their 
offices bemoaning the fact that operating 
management hasn’t come to them for help. 
Try going to operating management for a 
change. In the writer's experience there 
isn't a line executive who doesn’t have a 
maze of problems he would like to share 





with others who have demonstrated a 
willingness and capacity to help. 

3. Look ahead. One year is but a mo- 
ment in the life of a corporation, and the 
able chief executive is far more concerned 
with the future than the present. Thus in 
your planning and in your control reports 
assess the future as well as measure the 
past. 

4. Throw off your accounting blinders. 
Don’t be satisfied with your accounting 
reports just because they balance. Dig be- 
hind the figures and present them in such 
a way that they will help the operating 
executive decide what to do. And don’t 
just restrict your efforts to financial and 
accounting data. The typical operating 
manager has need for, and thinks in terms 
of, more than just dollars and cents. 

5. Put yourself in the other man’s shoes. 
Play the role of the operating executive 
from time to time. In this role ask your- 
self : 


What am I trying to achieve, what am 
I responsible for? 

What are those factors, those elements 
of performance, that importantly affect 
my achievement ? 

How should I plan and measure my 
performance relative to each? 

In light of this, what kinds of informa- 
tion, both financial and nonfinancial, do I 
need ? 


This kind of play-acting will often 
help you to uncover needs that you may be 
overlooking. 


These, then, are some of the steps which 
might be taken by the controller who 
wants to stop and reverse—or, at any 
rate, avert at the start—any ‘‘shrinkage’ 
in his role. Although easy to list, they 
will require a great deal of creative hard 
work performed in close concert with op- 
erating executives. But nonetheless they 
should be taken. For the continued growth 
and success of a gi depends to a large 
degree on how effectively it plans and 
controls its operations, and it still looks 
to the controller for most of the tools with 
which to do so. 





CHANGING YOUR ADDRESS? 

Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following month's issue. For 
instance, if you desire the address changed for your July 
issue, we should be notified of your new address before 
June 1. Be sure to include your postal zone as well as your 


old and new address. 





THE CONTROLLER * MAY, 1961 


YUM 





ADVERTISING INDEX | 


Accountants and Auditors Agency ......... 253 
American Appraisal Company, The ........ 255 
Bendix Corporation, The ................ 225 
Biaciee: Oi MecOG aas oivicnlc dees cusses 258 
Bureau of National Affairs, Inc., The ...... 252 
Butivich: G: MAGGIY Kos c cin cceascvacaseve 246 
Cincinnati Time Recorder Co. ............ 254 
Contrelees net q. ccicsicinecedecteswnds 231 
Sibir Wes 5 es ac e's se ncelatee duos 241 
Des bs ech Ccccacdeiacscouteumer es 236 
Chea Gs: BG iwc icc vacaenceececs 251 
Petey. WG ch ticle wise Gasiacewee dew 251 


Haloid Xerox Inc. ........<. Inside Back Cover 


Willan Hamels acco se iceasdcesncees 260 


International Accountants Society, Inc. ..... 209 


Richard D. Irwin, Inc. 


Johnson & Higgins ......... Inside Front Cover 


Frank M. Knox Company, Inc. ............ 258 
London Guarantee and Accident Co. Ltd. .. 248 
Mae Panel Comm oos i608 dence cicn ween 239 


Marchant—Div. of Smith-Corona 
MOR Niche cca eowds nceanceke 247 


Marsh & McLennan Incorporated ... Back Cover 





WE OTME GAGS bien Fucs sSeceteauneen 245 
Merrill Lynch, Pierce, Fenner & Smith Inc. .. 245 
Moore Business Forms, Inc. ............05 229 
National Cash Register Co., The .......... 257 
Philco Corporation— 

Government & Industrial Group ........ 221 
Radio Corporation of America ........... 212 
Recording & Statistical Corporation ....... 250 
Royal McBee Corporation ........... 233, 237 
Statistical Tabulating Corp. .............. 236 
Western Union, Private Wire Division .. 234-235 

259 





+ OPPORTUNITIES+ 


EMPLOYMENT * SERVICES * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





PUBLIC OR PRIVATE 
ACCOUNTING OR MANAGEMENT 
CPA, BBA in Accounting. Thirteen years’ 
experience in public accounting and as 
treasurer-controller of multiplant public cor- 
poration. Presently employed in South. Will 
relocate to city of 100,000 or more. Desire 
public or private accounting or management. 
Age 39. $15,000-$20,000. Resume available. 

Box 2504. 


ACCOUNTING/FINANCIAL 

EXECUTIVE 
B.S. University of Virginia, Master's degree 
Columbia University, CIA member. Twelve 
years’ diversified experience. Four years each 
of public accounting, heavy industry and 
consumer products. Record of progress with 
positions as internal auditor, assistant to 
treasurer and assistant budget director with 
internationally known companies. Controller 
and acting treasurer for almost three years 
with medium-sized multiplant corporation. 
Administrator in full charge of reorganiza- 
tion of accounting system, negotiations with 
banks, and other contractual arrangements. 
Best possible references. Seek responsible, 
challenging position with a New York com- 
pany that can utilize this background and 
training. Age 37. Resume on request. Box 
2505. 


CONTROLLER 
ASSISTANT CONTROLLER 
Currently assistant controller multiplant man- 
ufacturer. Domestic and foreign operations. 
Fifteen years management level accounting 
with multiplant manufacturers. Seeking new 
and greater challénge. Will relocate. Have 


been responsible for all normal functions | 
controller's position. Age 42. Resume fur- | 


nished. Box 2507. 


ADMINISTRATIVE EXECUTIVE 
MIT graduate with 15 years’ experience in all 
phases of administrative and internal financial 
functions. Also well oriented in marketing and 
distribution problems. As corporate officer of 


formed controller duties, managed accounting 
functions. Installed systems, including IBM 
and standard costs; handled tax and corporate 
matters. Married, age 40. Box 2508. 


NOTE: THe CONTROLLER reserves the right to ac- 


cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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small multiplant manufacturing corporation per- | 





Profit Control (Cow. from p. 238) 


By careful planning we virtually elimi- 
nated all overtime work in the newsprint 
mills of our company. The principal ex- 
pedient used was to reduce the standard 
operating week to five and two third days, 
leaving one eight-hour shift on Saturday 
or Monday for maintenance work at stand- 
ard rates. 

It was possible also in some newsprint 
mills to reduce the cost of machine fur- 
nish without impairment of quality. 
Newsprint machine furnish consists of 
about one fifth sulphite pulp and four 
fifths groundwood pulp, the former cost- 
ing nearly twice as much as the latter. 
Sulphite pulp provides the long fibres 
which are necessary for strength and for- 
mation, but, beyond about 18 per cent or 
20 per cent of total furnish, sulphite pulp 
adds nothing to quality from the point of 
view of the customer. With demand at a 
peak, most newsprint machines were 
driven at maximum speeds, which te- 
quired added sulphite pulp to maintain 
strength during the manufacturing proc- 
ess. In some cases the percentage of sul- 
phite pulp was as high as 25 per cent. By 
the slowing down of machines the per- 
centage of sulphite pulp was reduced, 
with a consequent saving in cost and no 
loss in quality. 


OVERHEAD EXPENSES 

There are many steps a company may 
take to protect its earnings by reducing 
overhead expenses. What to do and how 
far to go is a problem for the individual 
company to solve. It would seem obvious, 
however, that some expenses of a general 
overhead nature, which seemed well war- 
ranted when operations were at capacity, 
may be viewed as frills or luxuries when 
volume is below peak. 


WORKING CAPITAL 

Other things being equal, a company’s 
working capital needs should decline as 
its volume of business declines if only 
through reduced accounts receivable and 
inventories. Financial management must 
ask and answer the question of how best 
to employ its working-capital resources to 
augment earnings. Surplus funds need not 
be idle funds. 

In our company we did everything pos- 
sible to free-up cash with minimum delay 
—to put it to work as profitably as pos- 
and the program has continued 
without abatement. 

Like many other companies, we control 
our bank accounts quite carefully so that 
surplus funds may be invested even for 
short periods. Investment outlets include 
government treasury bills, short-term 
bonds, industry paper, finance paper, 
trust-company deposit receipts, and other 
media. 

There may be additional or unusual 


avenues for short-term investment avail. 
able to a particular company. These should 
be sought out. 

In our company we have an obligatory 
retirement fund for the purchase of our 
preferred shares on the market. These 
shares pay a dividend of four and one half 
per cent and may be called at par value, 
They seldom trade above par. The return 
to us on retirement is about nine per cent 
if retired at par and higher if purchased 
below par. Also, there is a nontaxable 
capital gain if the cost of acquisition js 
below par. As funds became available and 
market prices suited us, we stepped up the 
pace of purchases—a logical and worth. 
while program which served to augment 
our earnings. 

We also have sinking-fund obligations 
for each of our three issues of first mort. 
gage bonds which require us to deposit 
substantial sums annually with a trustee. 
As with most companies, our sinking- 
fund obligations may be discharged in ad- 
vance through purchase of bonds in the 
market. Here also, we stepped up the pace 
of purchases. Bonds which we issued in 
former years carry interest rates that are 
low in relation to current rates, with the 
result that these issues tend to trade be. 
low par and offer capital-gain Opportu- 
nities. 

It will be readily understood that the 
discharge in advance of due dates of pre- 
ferred-share and sinking-fund obligations 
is a form of short-term investment. To us, 
it was and is the most attractive short-term 
investment available. If working capital 
needs increase, we can quite quickly cur- 
tail or suspend purchases until undis- 
charged obligations again fall due. Of 
course, the further the program is ad- 
vanced, the longer the term of the invest- 
ment. 


CONCLUSION 

Steps which may be taken to protect 
earnings when operations fall below ca- 
pacity may vary among companies and 
industries, but there should be consider- 
able similarity also. Profit maintenance 
may be an impossible target, but maxi- 
mum profit protection is both feasible and 
vital. 

The things a company should do to 
protect profits when faced with serious 
excess capacity may not differ materially 
from the things it should have been doing 
all along. However, management must be 
alert to changed conditions, prompt 1n 
revising its plans to suit existing circum- 
stances, and aggressive in making the best 
of an unsatisfactory situation. 
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